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ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 
TORONTO, ONTARIO 
Thursday, October 10, 1963. 


---Upon commencing at 9:30 a.m, 


THE CHAIRMAN: I think we have reached 9:30. 

THE SECRETARY: Good morning, Mr. Chairman and 
Commissioners. The first brief this morning is being 
presented by the Canadian Automobile Chamber of Commerce. 
There are four gentlemen here this morning representing 
the Chamber: Mr. T.W. Totten, Chrysler Corporation, 
Chairman of the Tax Committee and Director of Accounting 
of Chrysler. He will speak initially to the brief. With 
him is Mr. J. S. Urie, of the Ford Motor Company and a 
member of the Tax Committee; Mr. J. Dykes, General 
Manager of the Canadian Automobile Chamber of Commerce, 
and Mr. Brian Hickey, Secretary of the Chamber. 

—T would like to enter this brief into the 


record as Exhibit Zig. 


---EXHIBIT NO, 219: Submission of the Canadian 
Automobile Chamber of 
Commerce, 


THE CHAIRMAN: Thank you, Mr. Secretary. Good 


morning, Mr. Totten and gentlemen. We are glad to see 
you indeed, and we are very grateful for your contribution 
in this area on sales tax. As you know, it has been 
kicked around for a number of years. A lot has been said 
about it, and I am delighted people are still saying 
things about it. 

We have, of course, read your submission, and 


we will have questions to put to you, but before that if 
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there is anything you would like to say in amplification 


or modification, we would like to hear you, 


MR, TOTTEN: I would like to make a few remarks. 

The Canadian Automobile Chamber of Commerce, as 
you probably know, is an association of Canadian motor 
vehicle manufacturers in which any Canadian manufacturer 
of motor vehicles may apply for membership and the present 


membership of which consists of: 


American Motors (Canada) Limited Brampton, Ont. 
Chrysler Canada Ltd. Windsor, Ont, 


Ford Motor Company of Canada Limited Oakville, Ont. 


General Motors of Canada Ltd. Oshawa, Ont. 


International Harvester Co. Of Canada Ltd. 
Hamilton, Ont. 


and - 
Studebaker of Canada Limited Hamilton, Ont. 


Our submission deals only with commodity taxes 
and proposes the establishement of a "National Purchase 
Tax on New Goods for Private Consumption" with a 
suggested short title of "National Commodity Tax", which 
would replace the present Federal Manufacturers'Sales Tax 
and Provincial Retail Sales Taxes, 

This proposal may sound somewhat repetitious to 
the members of this Commission as we note that at least 
seven submissions have recommended that the present 
Manufacturers! sales tax be replaced with a Retail Sales 
Tax and that two have also recommended that it be ona 
uniform basis for both Federal and Provincial Tax. 

However, our proposal, we believe, would result 
in more efficient and equitable form of tax and is based 


on the principles or assumptions that: 
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A certain proportion of government revenue will 


be obtained from sales tax. 


oie The purpose of a sales tax is to raise revenue, 


not to curtail spending, although in times of 
emergency it has been used, necessarily, for 
this purpose. For example, the special excise 
tax on automobiles during and following the last 
war, and then retained aS a revenue producing 


tax following the war. 


By A sales tax should not inflict undue hardship 


on the individual or certain classes of 
individuals which would be the case if applied 
to the basic necessities of life. 

iH, It should not affect domestic competition with 
goods manufactured abroad or affect the buying 
pattern of consumers. 


It should not in any way affect competition of 


Ul 


Canadian goods in export markets. 

It is maintained by some that the present 
sales tax does inflict undue hardship on certain classes 
of individuals and it might be advisable to review and 
revise the taxable or exempt status of some commodities 
{wrthe 1 tenever their eing -or not being a basic necessit 
Gi “Lier 

We have concluded that the present excise taxes 
do not affect the buying pattern of the consumer to some 
extent in that any increase in price has an effect on 
sales. We are particularly aware of this with regard to 
automobiles which are extremely price sensitive, and 


feel that special excise taxes should be used only where 
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they apply to non-essential goods, 


The present manufacturers' sales tax also weighs 


more heavily on some commodities than others due to the 


various distribution methods; a good example being our ow 
industry where the manufacturer sells directly to 
retailers and is, therefore, taxed on the full price 
including distribution costs, whereas on other commoditie 
where the method of distribution varies, a notional price 
is used, thus eliminating distribution costs to some 
extent, 

The present manufacturers' sales tax also has 
a detrimental effect on domestic competition with 
imported goods and with competition of Canadian goods in 
export markets. In the first place, imported goods are 
taxed only on duty paid value, whereas those manufactured 
in Canada are taxed on manufacturers' selling price which 
again includes distribution costs. (For example, the 
percentage of tax to the dealer price of a Canadian 
built automobile is 9.9%, whereas on an imported unit it 
is only 9.1%). Secondly, the recent imposition of sales 
tax on Machinery and Apparatus results invan immediate 
and sizeable increase in the cost of manufacturing in 
Canada, estimated in some quarters to be as much as 
$100,000,000, This has a very detrimental effect on 
competition of Canadian goods in export markets, and with 
imported goods in the domestic market, and we strongly 
urge that this inequity be removed as soon as possible. 

We are therefore recommending that a uniform 
Federal and Provincial sales tax be imposed on the price 


paid by the private or end consumer, to be collected by 
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the Federal government, which would act for those 


provincial governments levying a sales tax and who would 
agree to accept a uniform tax base, rules and regulations. 
Those provincial governments wishing to participate could 
set a rate of tax necessary to meet their needs, which 
rate would be added to that set by the Federal sovernment, 
The tax would be collected at the point where the item 

4s sold to the private consumer, and the provincial 
portion of the tax credited to the province in which the 
transaction is made. Mail order goods would be 
considered as taxable in the province in which delivery 
is made. 

We also recommend unconditional exemption for 
those items which are considered the basic necessities of 
life with conditional exemptions for basic, primary and 
secondary industries in order to reduce pyramiding of tax 
to the greatest extent practicable. 

The proposed National Commodity Tax would re- 
solve the problems created by manufacturers selling at 
different levels in the marketing process, eliminating 
the need for notional prices and would also eliminate the 
present inequality in the tax payable by Canadian 
manufacturers as compared to importers of similar goods 
of like value. 

The recommended conditional exemption for 
basic, primary and secondary industries which wad 
involve the removal of the present tax on Machinery and 
Apparatus would also assist Canadian goods to compete 
with products manufactured abroad. Thank you. 


THE CHAIRMAN: Thank you. In your statement 
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there are certainly a few points that I would like to 


come to immediately, because I think they are very 
fundamental. You have mentioned the fact that. people 
claim that there are certain hardships under the present 
tax. Were you thinking of the excises or general sales 
tax or poUn? 

MR. TOTTEN: Well, both really. We are not 
saying whether it should be or should not be, but I 
read in one submission where margarine is still taxed, 
whereas certain luxury foods are not, We are not main- 
taining that one or the other should be exempt, but we 
feel probably the items that are taxed should be reviewed 
in the light of whether they are a basic necessity of 
Le, 

THE CHAIRMAN: You refer to the taxing of non- 
essentials. You mention non-essentials. I was wondering 
what you had in mind. We have not had anybody before 
us who was prepared to admit what he produces or sells 
is a non-essential. We have been looking for that. 

MR, TOTTEN: We had in mind excise taxthere, 
of course. We were faced with it for several years, 
and we felt automobiles were essential and £ ineidan ne 
excise tax was removed on automobiles. I do not think 
we are prepared to say just what is essential or non- 
essential. 

raaeeeiianins ertenemvery difficult, is it 
not, even in your own business? 

MR. TOTTEN: Yes. 

THE CHAIRMAN: One car may be essential and 


two cars may not. 
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1 Ma. TOGMTais. Thay 1s true, 
9 THE CHAIRMAN: I wonder if the test is not 
just a qualitative test; if it isn't a quantitative test 
4 also. To some extent foods are essential, and I presume 
: to some extent they are not essential. I certainly think 
, Sometimes what I put inside myself is not an essential. 
7 I believe we all have that trouble, 
: This matter of the tax favouring imports is 
: something we have had a very difficult time documenting, 
1G You refer to an example of where the tax on Canadian 
‘i automobiles is 9.9%, and on imported cars 9.1%. Would 
ie that be because of valuation? Is that just the mathema- 
Vie S OL pb? 
13 
an MR. TOTTEN: That is the mathematics of it. 
re We worked out a couple of examples. This is a percentage 
a wof the price to the dealer. 
Www: = axa noeiuded:. 
a THE CHAIRMAN: Is that because the markup -- it 
a is different.on.a Canadian car than on an dmported, car? 
a MR ke CLT EN? =ahlo., You. pay tax on your duty- 
| paid. value. on. an imported, carn,,and that is not, of 
Bs course, the pricé to, the,déaler;.\ whereas, on.a Canadian 
.. buLIt car you pay. tam.on your, prices ra cneAto sie dealer, 
mT which in our case includes distribution cost of course. 
- THE CHAIRMAN: It. is taxed, at a.different 
- level in. the distribution process? | 
MR, TOTTEN; Right. 
a 
a THE CHAIRMAN: The intention, \of course, is to 
50 tax at the same point, and where it is a\different point 
30 you adjust by dis¢ounts? 
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VRE TOPYTRNS- Yes, 
THE CHAIRMAN: Then does this need some kind of 


adjustment to bring it into balance? I see in one case 
it is the point of import and in the other case it is the 
point at which it is bought by the dealer. 

MR, TOTTEN: We have recommended in the past 
that. 1G, be, discounted, .--- 

MR, URIE: It was turned down because there was 
no inequity within the industry. We are all on the same 
basis. They will grant discounts when they feel one 
firm has an advantage over the other. 

THE CHAIRMAN: Was this at a time before the 
importation of automobiles was as great as it is now? 

MR, URIE: No, quite recently. 

COMMISSIONER WALLS: Going back to this matter 
that Mr, Carter put before you in regard to the so- 
called inequity in regard to imported products in 
comparison with like domestic products, is the main 
point of difference the fact that the freight from the 
country of origin to the border of where the value for 
duty is assessed is not included? 

MR, TOTTEN: No, I don't think so, It is mainl 
distribution costs that are not taxed. The manufacturer 
in Canada, the automobile industry, they are selling 
direct to a retailer, and therefore Gaecirm Sseliine price 
to the dealer necessarily includes all PO rin costs, 
whereas with the importer that is not the case. He just 
pays on the duty-paid value; taxed on duty-paid value. 

THE CHAIRMAN: Could you send us in a mathema- 


tical example of that? You do not need to base it on 


PAS. | ca 2 

. ‘ : a rea i eat I . 
7 pe : i 7 : lee male. ¥ 
or ity: sis beso 003 =e 


sary TS? 
nen ey ie 
‘ite fe HALAS La. a ' 
: sari vs : ; : 7 5 

Pics. dnp Gt’ see T Sohheted aint dd gated’ Od Gommdant 


ats anh 
. “ty 7 - 


ane g2)-U2 ‘oma “tecldc, WHe ED tas wregink Ye st tw 


im watast od’ dat teggid ak ab Hosa we 
a 7 eS 


y oS oF hdinesknote eral ef 4a STO? ” 
% 


=< besralasath i at* dad 

; 88. Gots Gaveos! AvGD bara) gaw FI +aLAU aM ' 

eo end Ho Lig esp o% . .witdebat edd whasty <ttppent 
ea! 

| Hd. £594 qeitt 4 2i0vooelS Jnetn Cilw yed? abaed 

) ; fig et Gave agetaeves oe Sest ora kt | [ 
i SiS Sota vent aiiy 34° saqnaney ep 

a Sworn at 7 “~ ap & feTidosetyve Ya nokssdrogms 


iracey oJ ~ov Sea aM 


mavVan Bid o: opad wold? ‘EI AW MOT SeIMMOD * 
. oe sft tepe% Wz voy eco ted dug noord . i gary 
Bee i 


. af @7oubouwr bayroge f Otsges nt winpent battes . 


Ch mn Gs ,eiirooNg ofttemeh efit Adviw noaktagmoo || 


Pa 
e839 mov!) d&ptet) werd Judd toatl sit sodoeeTTes Ne into || ; 
407 auisy gtly svsdw ls Subrod ‘a ad atgtre to. clean 
1 ‘Do bul od dou at Boeken’ et -ydub 
i] inte 62st ,on ints tots @ ow aeeOT CM ae f 
<eyuetqelinism ori'? .bexcs fan Pie ve Bveon wotsuPbataro . 


BAELLeg san ton? .yedecbot elidomoyes etd saPane0 a 


. 
| soltg giiiles ‘sievwis erotoved? Gas tan Lador e- 09 Seonth ra 
' ‘ ; 
ie ‘ an 


pe Biace aolvudiaverh Ife betutcot ei bvammonbe sda * 
Beut, oh .aeRd ete tes EL dott) redroqmt ods mind ee 


hi aa v 


i ,ouTev Bleq~¢ ail ac boxes eel nv beq-qauh H pelts 


0 : : it. wae : am eye : 
; sbebitten i AL Be 71ee ‘ } LAY ee ae 


] r i: - NU | = ry, . 
A, Zt t 0 ion fo Kn aa SARS a. : Tees At he 
oT 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 3845 
TORONTO, ONTARIO 


exact figures; just so that we can see how it operates, 

MR. TOTTEN: Yes, we can do that. 

COMMISSIONER WALLS: Would you not say insofar 
aS advertising is concerned, for instance Vauxhall carries 
a certain amount of advertising in this country that it is 
included in their selling price of the car OC Oey 

and: is one of the distribution costs, 

MR, URIE: We do not know what Vauxhall does, 
but basically it does not happen, 1°% Lhe Canadian distri- 
butor does the advertising, and therefore it is not 
taxed, If Vauxhatlt happens to do their advertising in 
England, what they do is so -- 

COMMISSIONER WALLS: But the advertising as far 
as you know is done by --- 

MR ORIBs IT ani Speaking without knowledge, but 
certainly in a general way that is true. The freight you 
mentioned is certainly a factor, but it is one of several 
factors, 

COMMISSIONER WALLS: You emphasized the disadvan 
tage an the marketing process of pyramiding. "Each step 
in the marketing process adds a percentage of profit on 
cost which includes tax content." we have received many 
conflicting reports as to whether pyramiding exists or does 
not. Insofar as the automobile business is concerned, is 
the price pyramided? In other words, do you operate on a 

fixed percentage of profit in each Stage that the automobil 
passes through or on a flat margin? If you operate ion a 
fiat margin, naturally there is no pyramiding, 

MR. TOTTEN: Well, of course in Setting your 


price you first determine your cost, and determine what 
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percentage of profit you should arrive at, and if that 
cost includes a certain amount of tax, there is certainly 


pyramiding. 

COMMISSIONER WALLS: That is what I am getting 
at. In your industry you operate ona separate percen- 
tage added the whole way through? 

MR. TOTTEN: I would say so, yes. 

COMMISSIONER WALLS: So that indeed there would 
be pyramiding insofar as your industry is concerned? 

ME. TOTTEN! ves. 

THE CHAIRMAN: I think after the tax is 
collected it only goes through one further stage; namely, 
Ehat,. of the retaijer. 

MB POLO: es. 

THE CHAIRMAN: Really it is a wholesale tax in 
your case, 

MR. TOTTEN: Yes. There is only one step. 

THE CHAIRMAN: So that there is less chance of 
pyramiding of course with just a dealer. Would the 
dealer make more or less profit if there were no tax? 

MR, TOTTEN: You are talking a voulG Cak. Of 
machinery and apparatus? 

THE CHAIRMAN: No, I am not. I am assuming 
there was no tax charged on automobiles, Would it make 
any difference to the dealer's protic? 

MR, URIE: In theory it would not. what would 
actually happen in practice I am not qiite sure, but on 
our price lists the tax is set in a separate amount. 

MR, TOTTEN: I wouldn't say it would make any 


difference in the dealer's profit. I think what you are 


or 


i 7 ee ie . 


| Wig ext mba i oe ve ei r 
ashi es an <0 99200 sotoawnsie ode 

aa mer SETION AM hs me 

: Da ee eee dicelial 


ies UREINE ai 
NE ted sleeetorw o af 22 gtiz same, GT 
¥ | | oo eeee 0%) 
| .qede aria Yio es atartD +BY WaTOT.. FIM | 
to acd fis “Kot al avalt’ Dak 92 HtAMAT ARS cas Wy eg 
atid bioeW Jtialeeh § taut, Hai SeTHOD | to Sntbimanyy ° 
CkeT ox} pew baal and nes a Saul to ows.g sotnie 95895 
he) ees, Foret motall pF ore woY Marte Aa 
Vetiertsages Bas xt teaLdo se 
gn tives He L VOU Mind Jom SHLAMSTE AND TAR) ind hag) |i F 
ockan gt pinot saltaonbda WW begs no xs2 on BeW oneds: 
7 ilioty <€'aetneb edt of esagpen 2b wine | ; 
brow Jed 308 YLao it. yuootky a SHLAA i 


to dod ome Ott ite ort mo = Betsey nat meqaas easton 


at 


. tesome ‘oanasque h Ae jee sk Kaj edt asalt wanna ik 


Ue ws: it 
ii ‘ub satem biwow tr ” Serer ARRON oo 


oe gO atin merit a ne oft eo 


ep ee ae 


ANGUS, STONEHOUSE & CO, LTD. 3847 
TORONTO, ONTARIO 


aK tw 


1 talking about, more in the case of pyramiding, there is 


the tax that gets included in your cost, for instance, 
3 machinery and apparatus and so on, 


COMMISSIONER WALLS: You just give a brief 


4 

5 sentence on the alternative of wholesale tax to manufac- 

6 turers! tax. -I. wonder if someone missed it, because it 

5 seems to me it also eliminates confliction between variou 

8 methods ofsdistribution. by charging on. the price: paid vo 

9 the retailer which would appear to be just aS easy as on 

10 the price charged by the retailer. In other words, you 

1 eliminate inducement I would think equally well, 

12 and you eliminate rebates that are being charged to the 

13 retailer to the same extent perhaps as to what the 

14 retail level charges at, and I wonder why you dismiss 

- that tax so readily. 

16 MR, TOTTEN: Well, we felt there was a certain 

17 amount of pyramiding going on at the wholesale level 

18 which you eliminate entirely if you have it placed on 

19 Che PetaLi Lever, 

20 THE CHAIRMAN: The only pyramiding that could 

1 occur would be similar to the example in your own 

2 industry that we have just talked about. There would be 
pyramiding at the retail level, because of the tax on the 


purchase by the retailer, and in your industry you would 
not, but perhaps other tetailers would be able to make 
more profit because of the tax included. 

MR, TOTTEN: I think there would be more 
likelihood in other products. Ido not think tax is 
identified quite so well on other products, for instance 
— 


55 et art 


on appliances and so on, as it is on automobiles. 
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We do show the sales tax separately on our price lists, 
on our dealer price lists. 

THE CHAIRMAN: I find it pretty hard to accept 
the fact that profits would go down if there were no taxe 
in any industry I can think of. I would have thought 
the force of competition would have taken care of it 
pretty well. 

MR. URIE: There are some businesses that add 
an overall 10% to their cost. They have a formula. In 
those cases presumably the profits would go down, 

THE CHAIRMAN: I have always assumed that they 
applied markdowns before they got rid of their goods. 
it is-very Rarg te teil. 

COMMISSIONER PERRY: I think the economists 
sae Pe that it is a kind of profit that industry must have 
to survive. If the orofit were not being obtained by a 
markup of the tax, they have to be obtained some other 
wayand the profit margin had not changed, even though 
you remove the tax. It is awfully hard to demonstrate 
this, because taxes are so seldom removed. 

THE CHAIRMAN: You gentlemen can only speak for 
your own industry, of course. 

Mn, UsiEs" ves. 

COMMISSIONER WALLS: I think on page 8 you are 
talking of your own industry when you are emphasizing the 
fact that goods used by industry don't in fact reach 
the end consumer. "Examples of such goods used in 
industry but subject to sales tax would be automobiles 
and office equipment." By that you feel the automobile 


should be exempt from sales tax? 
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MR. TOTTEN: No, we are Saying the opposite, 


We would like to see them exempt. We recognize that some 
articles are used in both industry and for private consump 
tion, There are some things you can't exempt without 
opening it up to abuse, 

THE CHAIRMAN: Rather than jump about too much, 
it might be a good idea to discuss the alternative of a 
tax at the wholesale level. You must have considered it 
for a good reason. One thing in favour of the wholesale 
vax 18 4t is a crest desi cheaper to administer, I don't 
know what the cost of the retail tax is. I know it must 
be pretty expensive, because the provinces make an 
allowance to the licensed collectors, JI think in some 
provinces it is as much as 2% and if you add the 
Departmental costs on top of it it is 4% or 5%. It is a 
pretty high cost of tax, If it were done in a way not 
too far removed from the manufacturer it is very much 
less, much less than 1%, 

One of the tests of a good tax is to be able 
to use most of the proceeds and not have to pay out to get 
it and not to have to lose too much in the collecting: of 
it. Certainly the efficiency of collecting is not as 
good at the retail level. No one knows just how FOO 0 
is. I think you considered those matters. 

MR, TOTTEN: Yes, I think we considered if the 
retail tax were not acceptable the next alternative would 
be the wholesale level. 

THE CHAIRMAN: That is what I an reaching for 
really. Certainly we can all accept the incidence is 


better at the retail level than the wholesale level, 
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1 (We are not concerned about retail markups. It is better 
gat the wholesale level probably than the manufacturers' 
giilevel. 

4 MR, TOTTEN: We were wondering if the adminis- 
5 trative cost would be any greater than they are at 
6|present. Each province must be faced with considerable 


administrative costs. Now, of course, in the manufacturers 


~J 


8 taxation there is a certain amount of administrative 


9 cost too. If they were all combined in one tax we were 


10 wondering if the cost of administration would be higher 


11 than now. 
THE CHAIRMAN: I see what you mean, if you take 


13) the ageregate of all the provinces. I have no idea. 


14 COMMISSIONER WALLS: Don 't you foresee certain 


15 difficulties? The provinces have been able to look on 
16 || the retail sales tax as their own particular field. In 
17 || order to put in a joint tax it is suggested in your 

18 brief that you would have to come to some common base. Some 
19 ||of these provinces have put a sales tax on for specific 

29 || purposes, it is specifically named for hospitals or for 

1 education and therefore it would perhaps mean an entire 


22 reassessment by the provinces as to the use OL Thais. Geax, 


23 whether it would be credited now to consolidated revenue or 


24 continue to be named. For instance, if the eost should go 


25 | UP in gome of those factors they have named the tax for, 


26 || they might wish to have the option to increase the tax. 


27 MR. URIE: We don't say the rate would be the 


2g || Same all over Canada. 


29 COMMISSIONER WALLS: Even though it would amount 


30 || in some provinces right away to 12% or 13%. 
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ANGUS, STONEHOUSE & CO. LTD. 
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MR. URIE: It is now in effect, just one piece 
is hidden. 


COMMISSIONER WALLS: Oh, yes. You bring that 
point up. How acceptable would it be to consumers to 
have to pay 13%? 

MR. URIE: Well, if your suit cost you $225..00, 
would you care if it was $125.00 or $112.00 plus $13.00? 

COMMISSIONER WALLS: I have heard the opinion 
expressed in the province I come from that every time you 
pay the 5% they say "Another five cents for Mr. Bennett." 
Now, I would ask you for your interpretation on this: 

I would think that the fear of the provinces would be 
that having established that they are in this field and 
the consumer has come to accept it, are they not going to 
be accused of the 13% or 12% and will that not turn the 
provinces against any collaboration in thas tax tielig? 

MR. URIE: I doubt if the province would get 
blamed. I suspect the Dominion would get blamed in that 
case, 

MR, TOTTEN: It would certainly bring Leneut 20 
the open. 

COMMISSIONER WALLS: It lets them know what 
they are doing on that particular sale. It doesn't give 
them any better idea what they are paying towards the 
total tax, does a7 

MR. URIE: No. 

COMMISSIONER WALLS: Shall I go on to the next 
part? 

THE CHAIRMAN: I would sooner you stay with the 


wholesale tax. 
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ANGUS, STONEHOUSE & CO. LTD. 3852 
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MR, URIE: On the wholesale tax the difference 
is a little one, The place it would show up quite heavil 


would be on the big retailer like, say, Eatons, who 
import in large quantities. 

THE CHAIRMAN: Why do you say that? 

MR, URIE: If they import pillowcases from 
Japan, they will pay on duty-paid value which will not 
include freight and advertising. 

THE CHAIRMAN: They will pay tax on the price 
that the retailer pays for his goods. The retailer will 
pay the tax. They pay whether it is imported or locally 
manufactured goods, Assuming the markup is the same the 
tax would be approximately the same to the consumer, which 
I suppose is what the fair test is. 

MR, URIE: The tax would not be the same, 
because the markup would be different. 

MR, TOTTEN: I am assuming that Eatons do their 
own importing from abroad. In that case it would be the 
duty-paid value, which would not include transportation 
costs which could be heavy on an ocean haul. If they 
buy from Wabasso it is on the price they pay Wabasso, 
which would include national advertising. I do think 
you would have an inequity. 

THE CHAIRMAN: Duty-paid value would not be the 
same as their cost. 

MR, TOTTEN: That is right. 

THE CHAIRMAN: Would it be more or less in 
those cases? 

MR, TOTTEN: I think it would be almost always 


less, unless they get tougher with Japan. It might be 
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hard to. calculate. 

THE CHAIRMAN: Still it could be done. 

MR, TOTTEN: They wuld have to mark up the 
duty-paid value by some percentage. 

COMMISSIONER WALLS: Would you mark it up by te 
freight? 

MR, TOTTEN: Years ago they did have a differen 
rate for imports than domestic. I suppose they probably 
had that sort of thing in mind. Of course, I guess you 
would get screams from abroad. 

THE CHAIRMAN: I have never seen a country io 
which actually does that. I think it would be pretty 
hard to introduce, Would you feel that if there was a 
consumers! tax, as you suggest here, that it should alway 
be shown separately and not included in the cost: of the 
goods? Some laws require it to be shown separately and 


some require it not to be shown separately as a matter of 


—teaeG. ; ee BEY 


MR, URIE: We didn't really discuss that. 

MR, TOTTEN: We anticipated it would be shown 
separately. 

THE CHAIRMAN: That is what you are used CO. 

Mae TORE: Yes: 

COMMISSIONER WALLS: First of all, I understand 
you believe that it would be ideal for services to be 
taxed sales tax, although you think it is administrati- 
vely impossible, Did you take into consideration the 
fact that in the United States they have been selective 
in placing a sales taxon certain services. 


MR. TOTTEN: I was not aware of that, but we 
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1] had quite a discussion on taxing services and we felt it 


g| would be favourable if they were taxed. I know we spent 


3] some time discussing divine ais’ looked very difficult to 


4| apply it to services. 


5 THE CHAIRMAN: What services were you thinking 
6| of, all kinds? 

vi Maal TOTTEN: SO. yes, radio repair men and so 

gi on. 

9 MR URIBE: ‘Chartered accountants. 

10 THE CHAIRMAN: ank interest! 

11 COMMISSIONER PERRY: Did you consider that quit 


a few services are really industrial costs, such as trans 


13 portation, or were you thinking of personal services? 


14 MR, TOTTEN: Thinking more of personal services, 
15 COMMISSIONER PERRY: In the broad concept it 


16 goes much beyond that to almost any activity which does 

17 not produce a tangible product. 

18 COMMISSIONER WALLS: Your proposal was services 
should be treated as the end consumers and they: shouldbe 

20 taxed on ‘theo goods. they consume, That is:what you recommend? 
MR, TOPTEN: Yes. 

22 COMMISSIONER WALLS: I presume that waid take 


23 in things Jike natural gas and electricity? 


MA UIPOTIIN: O.Yess, 

COMMISSIONER WALLS: Why should a natural gas 
pipeline be taxed any more than the manufacturer in the 
manufacture of its product? 

MR. URIE: We agree it should not if the end 
product is taxed, 


COMMISSIONER WALLS: Don't you say all service 
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industries should be treated as end consumers and taxed on 
goods they consume? They consume the pipe, don't they? 
Then why would you tax that and 

“Mou vax meacuinery efi production? 

MR, TOTTEN: The end product would not be taxed. 

MR. URIE: We stated that after we had given up 
on the idea of taxing services. 

MR, TOTTEN: In the case of the manufacturer, 
the end product is taxed. 

COMMISSIONER WALLS: I will read the sentence: 
"we propose, therefore, that all service industries should 
be treated as end consumers and taxed on goods they 
consume." Now, do you mean that it shall pay tax beth 
places? Do you mean that he will be both charged sales 
tax a what he consumes and will charge sales tax also on 
the product for which he produces. 

MR, URIE: If you read 16 as a whole, you won't 
get that impression, You are reading the last piece of 
4t. We should have said it better. 

COMMISSIONER WALLS: I just wanted to get it 
elearified. 

MR, TOTTEN: We say "We must acknowledge the 
administrative complexities of taxing services," We are 
withdrawing the idea of taxing services and we go on and 
say "We propose, therefore, that’ all service industries 
should be treated as end consumers and taxed on goods the 
consume," 

THE CHAIRMAN: That is the situation now, is 
it not? 


MR. TOTTEN: Right. If your'take a painter, he 
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might act as a retailer and also provide a service and in 


4 


that case he would be required to pay the tax on the pain 
he sells or where a service @ganization also acts as a 
retailer it would, of course, be responsible for tax on 
sales to the end consumer, 

COMMISSIONER WALLS: Would the painter pay for 
sgaies tax on the paint and again charge sales tax on the 
work that he does? 

MR, TOTTEN: No. We acknowledge the administra 
tive complexities of taxing services. We are not 
recommending that we tax services, but that he pays on 
everything that he consumes. I know painters that 
contract for painting and then also, of course, have a 
retail store where they sell paint retail. In that case, 
of course, they would be required to pay tax on retail 
Sale « 

COMMISSIONER PERRY: You are saying the tax 
should be restricted to tangible products and in the 
case of people performing services that they pay tax on 
the tangible products they use in performing the services, 

MR TOTTEN: That a8 fignt. 

THE CHAIRMAN: Which is the situation that now 
exists, 

COMMISSIONER PERRY: Maintain the status quo. 

MRO URTE: “Tt would have ‘been clearer if we 
just said that. 

COMMISSIONER GRANT: I have a question or two 
in connection with the practical application of the 
retail tax which is that one tax would be imposed at the 


retail level to be shared in by the Federal and Provincia 
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Governments and in the amounts which each has stipulated. 
Has your thinking gone to the point where you would 


express an opinion as to whether or not that would be in 
the form of an exposed or hidden tax? 

MR, TOTTEN: «Well, as we said. before, we 
anticipated it would be an exposed tax. 

COMMISSIONER GRANT: Have you thought of the 
effect of it being a hidden tax, that it would be 
collected in the same manner as the manufacturing tax is 


now, as the exposition tax is consumed? 


’ 
MR... TOTTEN:. No, I do, pot. think» we, have 
considered that. I thought all the way through our 
discussion we anticipated it would be an exposed tax. 
COMMISSIONER GRANT: If it were a hidden tax, 
do you think it would be included in the pricing of the 
product? Would it be more inclined to be included in the 
price of the product than if it were a direct tax, that 
exposed tax? 
MR. TOTTEN: More likely to be included? 
COMMISSIONER GRANT: The tax itself would more 
likely be included in the cost of the product when a 
retailer was pricing his product for the retail market? 
I can see where that danger would not exist if it were 
an exposed tax, but I am wondering whether there would be 
a danger of profit being taken on the tax if it were 
a hidden tax, 
MR, TOTTEN: I see what you mean. 
COMMISSIONER GRANT: Have you any views on 
that? 


\ 
MR, TOTTEN: I would bé inclined to agree with 
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you, there would be more likelihood ef taking profit. on 


the tax if 1t were, inoluded in the price. There jis ho 
possibility of it if it is shown separately, pe as eB) 
exposed, 

MR, URIE: I don't honestly think it would make 
any real difference. If a man knew he was going to 
collect 10% of sales tax and it happens after the fact, 
he would have no excuse of preparing anything for it, so 
I think he would simply advance his cost by 11% to 
provide the figure which he could take the 10% out of. 

I would doubt that it would make any difference at all. 
He may decide he wants 10% or 15% profit, and I suppose 
if he could get away with a little more, he will, but I 
doubt if the tax would be the basis for that. The 
fellow that pays the tax, he has a perfectly legitimate 
reason for wanting to hold that tax if it is costing him 
money. 

THE CHAIRMAN: You recommend such a tax would 
not extend to machinery and equipment in view of the 
effect that it would have on the price of goods for 
export. I think that is the point you made. We rae oO 
of course, that the pattern is not atcwall, meguian.. oome 
countries exempt machinery and equipment, and some 
deliberately tax machinery and equipment. Everybody says 
that the sales tax base must be wider. I am eurious as 
to where one goes to widen it. Machinery and equipment 
would seem to be a likely place. Just how much damage 
would it do to the automobile industry if machinery and 
equipment were in fact taxed? 


MR, TOTTEN: Of course it is taxed now. 
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Four percent right now. 

THE CHAIRMAN: What do you have to say about 
that? Did you complain about it? 

MR. TOTTEN: Yes, we did, bitterly, particularl 
on tools. Tooling to the automobile industry is quite a 
sizeable figure every year, and it is going to increase 
our costs quite considerably. 

THE CHAIRMAN: Did you give any indication as 
to the extent to which it was going to increase the cost 
of an automobile or the effect it was going to have on 
the prices of Canadian cars? In your complaints did 
you produce any aich information as that? 

MR, TOTTEN: No, I do not believe we did. 

COMMISSIONER PERRY: It is a rather unhappy 
pod 3s to be saying that it was hurting you very much, 

MR, DYKES: I gather this refers to the level 
of sales. 

COMMISSIONER PERRY: Yes. 

MR, DYKES: It is an unfortunate time to have 
to put the finger on this issue, but we are very much 
concerned, 

MR, URIE: Particularly on the other hand 
exports are being dropped just because of this tax, 

THE CHAIRMAN: Did anybody work out what the 
equation is of this kind OL COsSo.. CO corporation income 
tax, the cost of that which also has an effect on the 
price of goods for export? I do not know what the weight 
of this thing is on the value of goods for export, and 
I do not suppose anybody does who is sitting up here. 


MR, URIE: No, we did not. One thing about the 
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corporation income tax, you don't pay it unless you make 


a. prorit., 

THE CHAIRMAN: We have lots of people tell us 
the export position: in Canada wovid be improved if 
corporation taxes were reduced, It may be wrong, but 
certainly that has been put forward before us, 

Pi oo Ls Sa al GUO Uae 1 bs brs. eb) might, 
assuming, of course, that it didn't get hit in some other 
DLPects ovis 

THE CHAIRMAN: Lots of other costs affect 
exports too, and I think we must weigh one against the 
other, Certainly you cannot be free of all. costs that 
affect exports. Which ones are the damaging ones? 

COMMISSIONER GRANT: As a matter of interest 
and this probably has not very much bearing on sales tax, 
but is the re-tooling in the automobile industry becoming 
more extended as time goes on or is it as frequent as it 
used to be? 

MR ,..rOrrTeN: «i, cannot speak. for. ail. the 
industry, but I think it is a little less frequently than 
it used to be, 

MR, URIE: I do not think there is any substan- 
tial, difference... Our tooling costs are very high, right 
now, There are some parts that last for three years and 
others thatalasieonis anycar.. de 0ne,7 000. three-year, 
period depending on the changes that are happening. 

COMMISSIONER GRANT: Is it because of obsoles- 
cence, or is.it, becauceyol wearyand tear? 

MR. URIE: Change of design, and in some cases 


we make a radical improvement by changing your design. 
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COMMISSIONER PERRY: I was wondering if you 


could sum up the tax which you describe and advocate as 
being approximately the sort of retail sales tax that one 
finds in Ontario? 

MR, TOTTEN: Something similar to that. 

COMMISSIONER PERRY: Where you have an exemption 
for producer goods and equipment, building materials, tax 
being applied at the retail level generally on tangible 
products, 

Mh, “YORTEN:  Riehe, 

COMMISSIONER PERRY: I have not noticed any 
marked variation between what you are proposing and the 
tax “such “a's one-finds in Ontario. Then going on from that 
to the proclamation that this become a national tax, you 
are probably aware that three or four provinces have taxes 
which are different in some respects from Ontario, [In 
ouner’words, Uney do not exempt --- 

MR, TOTTEN: We are perfectly aware of that, 
That is what we would like to see, We are faced with it 
in the automobile industry. We are faced with the tax 
problem in all the provinces across Canada, and that is 
another thing we are recommending, that we would hope it 
might develop into a tax on a uniform basis across the 
country. 

COMMISSIONER PERRY: It would almost have to, 
wouldn't it, for national administration? 

MR, TOTTEN: Yes. 

COMMISSIONER PERRY: It would have to be a 
uniform tax? 


aE TOrran.~ Yes, 
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COMMISSIONER PERRY: We have had this put to 


us and we have thought about it a bit. I noticed in your 
opening statement you mentioned a more specific basis of 
allocating back to revenues, As I recall, that is 
presented in the brief, or is 1% in. tne: briel 7 

MR, TOTTEN: I think it is in the briels Les, 
Paragraph 21 on page 10, "we recommend that the tax be 
collected by the Federal Government which would act for 
those Provincial Governments which levy a sales tax and 
are prepared to accept a uniform tax base, rules and 
regulations." 

COMMISSIONER PERRY: I was getting to the 
more specific question of how this revenue went back to 
the provinces once it was in the hands of the Federal 
Government. I notice in your statement you did mention 
something about allocation on the basis of transactions, 
and then you mentioned mail order business too. 

MR, TOTTEN: I thought we had bhat. inthe 
brief. We do say some basic formula would be used as 
has been adopted in the personal income tax branch, 

COMMISSIONER PERRY: There is a lot involved 
in this. I wonder if you would mind rereading this part 
of your opening remarks. I think you have given more 
details there than is in the brief, although I may be 
wrong, Wait a minute. What about Paragraph 28? 

MR, TOTTEN: Yes, that is ic, tS ey Use 
exactly the same, "The tax would be collected at the 

and 


point where the item is sold to a private consumer, 


the tax credited to the province in which the transactio 


is made, Mail order goods would be considered as taxabl 
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in the province in which delivery is made," 

COMMISSIONER PERRY: In that case the trans - 
action would be final sale to the consumer? Selling to 
the consumer would be the transaction? 

MR. TOPTEN: Yes: 

COMMISSIONER PERRY: In other words, for 
distribution purposes, at least for reallocating revenue, 
this preserves the present basis of revenue which would 
be quite important. We did have Some discussion earlier 
on the sort of impact that there would be from a retail 
rate of 10% to 15% depending on what the combined rate 
would be, Would this bother you at all in your own 
business? 

ME MEGTEENS "Welt 222 

COMMISSIONER PERRY:: Would it be evident. 
that tax of 10% or 15% was charged at the time of sale? 

MR, TOTTEN: We world hope that the rate would 
be lower. I do not think we anticipate 10% or 15% on 
the retail base, 

COMMISSIONER PERRY: I think you just converted 
the Federal rate, but you have not included Provincial. 

MR, TOTTEN: I think we would rather have it 
out in the open. I do not think it would make any 
difference in our business. We feel if we could see how 
much tax there was in the price --- we would not 
anticipate that it would raise the price, the end price 
any. It shouldn't, 

COMMISSIONER PERRY: Ym are operating a fairly 
respectable business, There might be other businesses 


where there would be a considerable temptation to evade 
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this tax on the part of the retailer. It would be almost 
entirely within his discretion, There is nothing unique 


HRP 


about this line of thought; it has the danger of perhaps 
overloading one point in the tax system, Here you are 
collecting all your commodity taxes almost at one level at 
a very high rate, and there are some consequences here 
that might be disturbing. 

COMMISSIONER GRANT: I think the provinces are 
satisfied that they are getting a very high, exceptionally 
high percentage of the tax. At least I have heardthat 
expressed by one or two of the provinces. 

COMMISSIONER PERRY: I think that is probably 
true, but we are talking about rates of 3% or HG or 5%. 
The Federal Government has had rates of 25% and have had 
very unhappy experiences with collection and compliiance, 
I think it is axiomatic that the higher the rate the more 
problem there is likely to be. 

MR, TOTTEN: That is true. 

COMMISSIONER PERRY: But it does not disturb 
you too much? 

MR, TOTTEN: No, I don't think so. 

THE CHAIRMAN: France has a very high rate 

indeed, but they manage to spread it out over all the 
levels and so can collect 25%, but25% at novone devel. 
I am concerned as to whether you have proposed sufficient 
4nducement in here for the provinces to be ready to cause 
their Acts to conform, and turn over collection procedure 
to the Federal Government. I suppose in turning aren 


collection procedures it would be a saving. 


MR, TOTTEN: In the administration, yes. 
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THE CHAIRMAN: Are there any other benefits to 


the provinces? 

Mis URLE: st should take care of this criss- 
cross between Ottawa and Hull. 

COMMISSIONER WALLS: Would you aiso foresee the 
retailer being paid the same percentage for collecting 
total tax as he is now paid for collecting the Provincial 
tax? 

MR. TOTTEN: It should not be as high a percen- 
tage. There is no more work to collect 10% than 3%, 

MR, DYKES: I would suggest that the collection 
and auditing is not necessarily Federal. It could be 
coordinated provincially. 

THE CHAIRMAN: If you had provinces collecting 
the tax then we have to have the same degree of unifor- 
mity of course. They have all got to have the same law 
and the Federal Government has to have the same law. 

MR. DYKES: Yes. 

COMMISSIONER PERRY: There is the difficulty 
that there are two provinces not yet imposing tax, and 
there would be a vacuum, unless the Federal Government -- 

MR, DYKES: I do not suggest that that will 
last long. 

COMMISSIONER PERRY: I am only thinking of 
October 14 or 15 or whatever it is, 

MR. URIE: They do not represent a very large 
proportion of the population of Canada, 

COMMISSIONER PERRY: That is true, but if the 
Federal Government were imposing a national tax, I do not 


think you could leave out two provinces, 
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COMMISSIONER GRANT: The ideal situation as you 
see it would be a uniform Act in which the Federal Govern- 
ment and the Provincial Governments would be operating 
under Acts which would be identical in wording and the 
collection would be in the hands of the Federal authori- 
ties. Would you say that the retail sales tax would not 
work if you failed to get that unanimity and if you had 
a situation, for instance, .." where four provinces might 
repeal their present Acts and adopt a uniform Act, and 
that that Act would be uniform with the Federal, but the 
others might not. The others would hold to their present 
one; even to the extent that they would say "We are not 
scoing to belong to this proposal at all. We- waa 
continue to collect our own tax." Would you give me any 
opinion as to whether or not you think that would spell 
the downfall of such a shift? | 

MR, TOTTEN: Well, of course to that extent, 
to the extent that they did not join in, you would lose 
the advantage of reduction in administrative costs, That 
is one of the big advantages we see in it. Possibly, as 
you say, if you only got four provinces in 1G, it might 
not be desirable. 

COMMISSIONER GRANT: It still could work lb 
you had a disposition to work on. 

MR, TOTTEN: Yes, it could. 

THE CHAIRMAN: Thank you very much indeed. We 
have no more questions, I am delighted to have your 


little book concerning the automotive industry which we 
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will look during a later moment, 

COMMISSIONER PERRY: Incidentally, will you 
please leave that pile? 

THE CHAIRMAN: You have been very helpful to us 
and we greatly appreciate your assistance, Many thanks. 

THE SECRETARY: The second brief this morning 
is being presented by the Canadian Medical Association. 
We have with us Dr. N. J. Blair of Vancouver, who is 
Chairman of the Committee on Income Tax of the Association, 
Dr. M. O. Kiotz of Ottawa, a member of the Committee, and 
Mr. B. E. Freamovof Toronto, Secretary of Economics vof 
the Committee, 

I would like to enter this brief into the 


record as Exhibit 220. 


---EXHIBIT NO, 220: Submission of the Canadian 
Medical Association, 


SUBMISSION OF 


CANADIAN MEDICAL ASSOCIATION 


APPEARANCES: 
DR, Nps pM BLAIR 
DR, MpOrrknorz 


MR. B.E, FREAMO 


THE CHAIRMAN: Good morning, Dr. Blair and 
gentlemen. We have received and read your submission wit 
interest, and we have a few questions to put to you, 


Before we start the questions, is there anything you woul 
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like to say to your submission? 


DR, BLAIR: There is very little we would like 


to say in addition to what we have already said in our 


brief. We would like to thank you for affording us the 


opportunity to discuss this with you today. One thing I 


would like to mention and that is we have an addendum 


which we did not receive until this morning. I think you 


now have a copy of it. With your permission we would 


like to mention this to you and discuss it with you this 


morning. 


With your permission we would like to go over 


this point by point and mention our recommendations and 


then you ask us questions and we will answer if we can. 


THE CHAIRMAN: The first subject is education. 


Do you wish to speak to that? 


DR, BLAIR : I mentioned the recommendations. 


If you would rather we didn't do that --- 


THE CHAIRMAN: No, go ahead by all means. 


DR, BLAIR: "We would, therefore, recommend for 


students in full-time attendance at a university as an 


undergraduate or graduate, that: 


Ls 


All costs of tuition, books, equipment, 

room and board and interest on monies 
borrowed to finance his education, when 
supported by appropriate vouchers and 
receipts, be classified as allowable expenges 
deductable by him from income 

The student have the option of deducting 


these expenses from income in the year in 


which the expense is incurred or of deferring 
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all or part d@the deduction until such 
time as he obtains his university ‘qualifi- 
cations, or his licence or qualifying 
dégreerif hewis proceeding to a professional 
qualification, and engages in substantiall 
gainful employment. It is suggested in 
any case that the write-off of deferred 
deductions should commence not later than 
five years from the date of professional 
qualification and be completed thereafter 
in a period not to exceed a further five 
years," 

Then there is the other recommendation at the 
end where we talk about parents that have paid for their 
éhiidven's education and we recommend that parents who 
pay the cost of higher education for dependents should be 
permitted to deduct from income tax all costs of tuition, 
books rand yequi pment > cetcetera). 

THE CHAIRMAN: I suppose this thought is outsid 
of what we have before us. I would be interested in 
knowing what other steps are being taken to improve the 
lot of our students. It seems to me that we are exploit- 


ing the youngsters going through for medical training. 


From my own knowledge I think it is very hard for the 
youngsters to support wives and children until they are 
32 or 33, except by borrowing a lot of money which strike 
me as perfectly ridiculous and entirely out of step. with 
every other profession or occupation. While this might 
afford some benefits they are very minor benefits to 


properly pay for the services rendered. These fellows 
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going on to specialization, which I gather is becoming 


the rule rather than the exception, are working a. long 
time as qualified doctors without really setting proper 
assistance. Am I correct in that? 

DA. BRAG: That is true. In view of the 
situation that exists today --- 

THE CHAIRMAN: I am asking you what else are 
you saying? 

MR. FREAMO: I gather that the question is 
related to internes in residence and the amount of 
remuneration they are receiving in the hospital. We 
attempt to support their organizations to get more 
income for them. We would propose to you it is very 
difficult to do this because the pay is coming entirely 
from Sor ernmenta: sources, They look upon the amount of 
pay before the Hospital Insurance Act and theyfeel it is 
better now than before and they are reluctant to do much 
more than what is currently being done, 

The trainees who are proceeding to this advance 
qualification look upon this as an educational experience 
as well as doing some work and by the law of the land the} 
do not themselves assume responsibility in the position 
in which they are placed, and the profession generally 
views their lot as perhaps one which could be improved, 
but is relatively satisfactory in most provinces at the 
moment, 

THE CHAIRMAN: You surprise me on that, but I 
don't know all about it, I must say. You believe that if 
these educational costs were deferred until they did 


reach a point where it meant something to deduct them, 
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i which is five years after qualification, the next five 
2 
years beyond that, it would be some inducement to enter 
3 
your profession? 
a 
DR. BLAIR: We do, sir. We also think, as you 
5 
know from previous briefs, and in our brief we mention 
6 
we lose a percentage of our graduates to the United 
7 
States amiwe feel that if this were used, as you might 
8 
Say, a tax credit, this would help to keep some here and 
9 
also help to bring those back, or some of them back, that 
10 
went down there to do their post-graduate work. We think 
1 
, this is very important, because we need medical graduates 
12 
in this country at the present time. I am sure you know 
13 ! ; 
that by this time, 
14 
THE CHAIRMAN: I am weil aware, 
1 
2 COMMISSIONER PERRY: I was wondering what sort 
16 
of arguments the Minister of Finance would have to produce 
17 
to justify limiting this sort of concession to medical 
1 
‘ students, 
19 : us 
DR. BLAIR: We don't suggest it. be limited. to 
20 
medical students, 
an 
COMMISSIONER PERRY: I am wondering whether the 
22 
briel 18 clear on this, At theboottom of page 4% 44 
23 ; 
Sounds to me as if you do. 
a "Wwe recommend that fiscal policy be used to 
25 
equate the relative position of students in different 
26 
faculties as we believe that the length and cost of 
oH | 
medical education discourages the young student from 
28 
entering medical school." 
29 cf 
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most and is more expensive than most and because of this 


it is even more important that something like this be 
done for the medical students than for others. We are 
not limiting it to medical students. We believe the cost 
of education should be treated in this manner, because 
teday government, business, etcetera is entering into the 
pattern and helping students to acquire an education, 
particularly in some of the industries. At the one time 
Medicine did receive, as people wanted to get in, those 
who were the top students in the universities all across 
Canada. T am toid today this 1s mot so, These are being 
taken off by these sciences other than the health 
sciences and their expenses, etcetera, are being paid for 
Tt is only natural when a person is young this is quite 
an inducement to them, 

We feel it is essential there be some induce- 
ment to those paying their own way, not being paid by the 
Government or some other institution. We feel this is 
one way that is quite an inducement to get these people 
to provide their own way, to help to provide it to put 
themselves through university. 

COMMISSIONER PERRY: You would extend it to all 
students? 

COMMISSIONER GRANT: You would not apply the 
means test? 

DR, BLAIR: That is right. 

COMMISSIONER GRANT: That would apply to 
students who would be financed by parents well able to 
put them through the university. 


DE, BLAIR: Yes’, sir. 
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COMMISSIONER PERRY: I compliment you on 


picking the only other precedent for this sort of thing. 
If there is anything else I can't think of it. 

THE CHAIRMAN: You have a very good tax 
committee, 

COMMISSIONER MILNE: I think there is a 
relation right to this particular point, because you 
mention the contribution of the National Research Council 
to those sciences which I think you italicize as being 
the "glamour sciences", I take it from the context that 
you feel this contribution is such that it does attract 
the bright student to this type of science. Now, my 
question really is: Have you any idea as to the numbers 
who might have chosen that specifically because of the 
contribution? 

DR, BLAIR: Taapietiitiicult tovayy eitma ined 
to Dean McCreary of the University of British Columbia 
ao he said that this is becoming more noticeable all the 
time. Not so long ago the top students in the university 
were the ones we had applying for Medicine, This is not 
so today. He has investigated to find out why and this 
appears to be the reason. He was not able to tell me 
the number, This is rather a difficult thing to show, 
pecause if somebody says "I didn't intend to go in there 
anyway" --- it is all in the person's mind as to what 
they intended to do. The facts apparently show that 
today, if I may use the term "glamour sciences", are 
attracting more of the top students in the universities 
today than they did a few years ago. The health 


sciences used to attract them and they don't today. 
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We feel part of it is due to this reason: Their expenses 
and tha@ir cost of tuition, etcetera, is being paid for. 

COMMISSIONER MILNE: Do you think it is a 
major part? 

DR. PLAin: “We'do, 

COMMISSIONER GRANT: Dr. Blair, the Medical 
Schools throughout Canada have to look to Government 
Aeeisvance Lo a "considerable extent, I belleve, in the 
Faising of surlicien’ revenue to Carry on, Now, if sou 
were to amend the Income Tax Act to give effect to the 
submission here, that would mean that the Federal Govern- 
ment was going to lose a certain amount of revenue and 
might not that be reflected in the amount of money thav 
would be available to pay to medical schoois? Or would 
there fs an inclination for the Federal Government to 
pay more if they were not called upon to give up some for 
of revenue such as you request or suggest? 

UR, BLAIR: I don't think this form of revenue 
would be that much of a loss to the Government and the 
main thing, as far as we are concerned, is it is a 
stimulus to the individual to have some responsibility 
on his own to get his education and therefore if you look 
further in the future the Government is going to be 
responsible to put him all the way through, pay all his 
expenses, 

COMMISSIONER GRANT: It would be unfortunate 
if the student was to get this concession income tax-wise 
but find his tuition increased as a result or indirectly 
a8 a result. 


MR, FREAMO: It is very difficult to say that 
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it might increase directly as a result. We foresee that 
the grants to medical education are going to have to 


increase substantially over the next period of years 
regardless of whether this thing is accepted or rejected. 
A number of new medical schools will have to be built. 
If the Government is going to do an adequate job, it is 
going to have to put more money into this than it is 
currently doing. They will be asked for more money even 
if they are getting a reduced amount of income. 

COMMISSI ONER PERRY: Have you had any comment 
from students as to how the present deduction for 
tuition fees works out in practice? Does it meet most of 
their problem of offsetting their Summertime earnings? 

DR. PLAIN: No, their earnings are so Smati. 
In medicine you have less opportunity because of the 
longer length of time at the university. You have a 
shorter earning time during the Summer, They have less 
opportunity than the other students for earning cnough to 
put them through. Even though you do earn enough to put 
yourself through it is not really much of a deduction at 
that stage, because you would be paying very little tax 
anyway. We feel this way, because in medicine primarily 
your earning period of your life is short in relation to 
others, What we are trying to do is extend it at both 
ends, the front and the retirement end, At the retirement 
end something has been done about it, but we want to 
extend it in the front end. A lot of the students going 


into medicine don't earn enough to put themselves thiough 


and they have to borrow if they can. 
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Then in their post-graduate, they are still borrowing, 


so when they start in practice they are in the negative 
phase so they have to pay that back. The biggest 
difficulty starts when he is first in practice or shortly 
after that, and that is the basic reason for taking it 
away or making the option, 

MR, FREAMO: To answer Mr, Perry's specific 
question --- 

COMMISSIONER PERRY: That is not quite the 
question I asked, 

MR. FREAMO: AS you probably know, the major 
objective of students at the university is to use this 
deduction to get their earnings down to the point where 
they still qualify as a dependent so that their father 
can claim a deduction, With the amount of money he can 
earn, most of them still end up as dependents, For the 
medical student he has to have a pretty good job to even 
have any hope of using this deduction whatsoever, He is 
Still qualified as a dependent because of the shorter 
period of earning that he has. 

COMMISSIONER PERRY: He could go up to probably 
$1,500.00? 

MR YPREAMO: Yes. 

COMMISSIONER PERRY: And he is not very likely 
to earn that? 

THE CHAIRMAN: Moving on to the next point, 
"Cost of short-term study and refresher courses," It is 
on page’ 7, I think. 

DR, BLAIR: On page 9 "We earnestly recommend 


that the costs of such refresher training be recognized 
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as a deductible expense of the practice of medicine and 


we would suggest that the following conditions be estab- 
ished to cover ¢isims for dequction: 
Ls Officially organized refresher courses in 

Canada and the United States should be recognize 

Each such course should be not less than two 

nor more than 30 days. 

2. The expenses claimed be reasonable and the tax- 
payer show: - 

(a) The dates and place of such a refresher 
course supported by a certificate of atten- 
dance from the sponsoring agency; 

(b) The expenses incurred, including - 

1. Transportation expenses 

©, Registration or other fee charged for 
the course 

3, Maintenance, inclusive of meals and 
hotel expenses 

It should be pointed out that the doctor who 

attends a refresher course has an additional although 
hidden expense. He not only loses his current income 
during his absence from his practice Dub the ‘cost of 
securing a replacement or ‘locum tenens!' may well exceed 
the practice income during the period of his absence." 

THE CHAIRMAN: I amare we are all sympathetic, 

We want our doctors kept up to date. Could a refresher 
course be approved by your organization and a list 
established? 

DR. BLAIR: Yes. 


THE CHAIRMAN: One medical association, the 
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College of General Practice, requires to the best of my 
recollection, a refresher course, and I think I saw where 
there was a requirement in here by somebody else, 

DR, BLAIR: The only one we have, yes, is the 
College of General Practice, They are the only ones we 
know of who require this as a standard, 

THE CHAIRMAN: Supposing such a deduction were 
provided in the Act on the condition that it was required 
in order to maintain one's certification for practice, 
would that be fair and just? 

DR, BLAIR: I think so. We are looking into 
this ourselves too, 

MR. FREAMO: Some thinking has gone along the 
lines --- and this is very preliminary thinking --- that 
we have to examine the problem of perhaps purely valuatio 
of the physician in the community. We are just in the 
initial stages of the process, 

THE CHAIRMAN: I would think it would be 
easier for the Government to accept the need for this and 
provide a deduction if it was compulsory and necessary to 
the earning of thep@ivinet «ifsatets optional for the 
earning of the living, it is a little more GLEPLCULTS 276 
Stands to reason. If you would like to add anything to 
this when you look into this matter furthers I wish you 
would write to us and give us your further views on it. 
It is certainly a concern of my own, and I suspect of the 
other Commissioners, 

COMMISSIONER GRANT: I do not suppose there is 
much in this thought, but is there any danger of 


refresher courses becoming so popular in the profession 
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that you might find that medical services in a given 
area were depleted beyond what is reasonable and safe? 


Ditzs SLA tee da Gon 't. think. so,. et. neallyidoepis, 

MR, FREAMO: At the moment we have one of our 
major conventions. We probably attract as high a percen- 
tage of doctors as is ever away from their practice. I 
think very few communities would be left being terribly 
understaffed. 

COMMISSIONER GRANT: Yes, I was overlooking the 
fact that you do have that privilege. 

THE CHAIRMAN: I ama little nervous about this 
being put on an optional basis. While it may be perfectl 
suitable for your profession --- I am an accountant, and 
we run refresher courses and I can see a similar demand 
being made in respect of that. I would think if it went 
there it would go to other places. 

DR. BLAIR: We are suggesting that this be the 
way it should be, 

THE CHAIRMAN: I have some misgivings as to it 
being. of. ceneral, application. 

MR, FREAMO: I think some professions get 
around it by calling them conventions when they are in 
fact refresher courses. When there is a special need to 
study a specific course we rather think it is a refresher 
course, I think the whole area needs some thought given 
to it. 

THE CHAIRMAN: I think I would be very much 
against too liberal a treatment of this sort of thing. 

DR, BLAIR: We think there should be some, but 


we do feel it should be essential that there be some type 


eee 


eee: 


at on 


_ eyaE be 


vedanta 
pace recedes)» * 


As elreet x. joe Bika sted. T TATA’; ac 
io "lo 900 ovell -o¥ dremen “oils 9A sOMAEHET aN | 
iphitag # ehh es toaxtts Etdedeng ov .Siiekwmevaed “totem 4 


t rag hionny atont’ moet gows ve¥e SI ae mamo3seb fo egad 
Elatuaes yoked Sisal sd Uivew ests innmaiy wet yviov Maid? 
, bo Yetasetar 

en? geidvoolreve 250 lL . 20% <cMAND REMOTES 
.onorivisg fault ere of coy galy dost’ 
Stds Jusée epovisn sfddit cme I MtMUEDARD EBT 


[yostre: of yor vf oi civ steed Lrnoldqge te wae Jeg pated 


| iis. , 3Maev(tiesso is me L - nobespilowg sa0y tot efdsdiva 

| Genes w<limta © soe aco Z tee seaside serine Tier nat oF 

} 

| Jase ££ *! dnt’ bivow L . tered lo deogest al obed gated 
eoon@ verte of og btoew SL stands 


fi of e220 Yadd oildecsune oto/on sHEATE. md 


JL of Gn asunivieein omoe 470! 5 seAHZARD BT 


eolsseliggn Lurenog Bo pated 
° 


| 
) . ,os Bivoda 31: yaw 
| 
| 


io Scotesetouty coma aplie E sORAQTe | P 


ol ese vais cole edoténevena asdd, gntiios ¢v. di bakoTs 

ov been frisage ef srs? meciy /eoamer asfesitet gost 
aoriaa cto" 7 @L Jf Ankdt GeAzert sw aed oiifoeqge « youve 
Aaviy Jngwods ones Dhoen eete olorfe add NAEHS I .Saased 
ef of 


fova Yrey ed ofuny t atetris ‘smi Za? ST 


<BOhi? Yo Soom 2s) To Peamtese? 5 Cwredlhi ooe seatane 


jug amon ed bLvoda sted? anid Of) c<RDRIE Fo 
‘Quy once. ad oveled tat? Lahdacaae Ov Divers Jf Iesl ob ow 


ANGUS, STONEHOUSE & CO. LTD. 38 0 
TORONTO, ONTARIO 


of deduction for this to stimulate more of it, Even 


today in medicine when we are not allowing these deduc- 
tions, we have a tremendous amount of ee courses 
going on in all the hospitals all Ps ee at the 
moment to keep up standards of medicine, and this is 
basically a must even though it is not a deduction today, 
and we still have chaps attending it now. We are trying 
to reach out and say we want to stimulate even more to 

So away --- not at the moment --- but we want more to 
partake of these courses that are supplied and are put on 
by other doctors who do itfreeof charge. 

COMMISSIONER GRANT: The Council of the Medical 
Association or a Committee of Council would, I suppose, 
be prepared to Sit in with the Department of Health, Tor 
instance? 

THE CHAIRMAN: I have asked them if they could 
provide a list. 

COMMISSIONER GRANT: I was thinking of not only 
preparing a list, but preparing a standard that these 
courses would have to meet. 

DR, BLAIR: The word "recognized" -- you sec, 
we Suggest in here that it be a recognized course, and in 
order to be a recognized course, it would have to meet a 
standard, 

COMMISSIONER PERRY: You would not think it 
desirable to put an extra tax on doctors who do not take 
a refresher course/ 

THE CHAIRMAN: Or, going further, that they 
Shouldn't practise unless they take the course, 


COMMISSIONER PERRY: I was interested in the 
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point that you make in regard to the cost of a replacement 
Do doctors actually pay another doctor? I thought this 
was sort of done on a club basis; you help one another and 
take turns of filling in. 

DR, BLAIR: In cities, for instance, where we 
have groups, this is true. I am here today and I am by 
myself in practice and I have to rely on the kindness of 
my confreres to look after emergencies that happen while 
Iam away. 

COMMISSIONER PERRY: You make no direct payment 
to them for that? 

DR. BLAIR: No. 

COMMISSIONER PERRY: You are the fall guy next 
time? 

| Da, piste: That is’ right, but in smaiier 
places, as Mr. Grant mentioned a few minutes ago, ina 
small community where there is one doctor and he wants to 
go away, he can't leave this community on its own, He 
has to supply a replacement in order to do this. [I heard 
of one in British Columbia just before I left. This chap 
wanted a replacement in the north country near Prince 
George, and he was willing to pay $1,500.00 a month, and 
he couldn't get one, 

THE CHAIRMAN: You use the term "locum tenens", 
which I presume means to hold in place or some such 
meaning as that. Doesn't that indicate to you that the 
man who takes on the job of locum tenens is paid? 

DR. BEATR: Yes, 6ir. 

COMMISSIONER PERRY: Would the first doctor be 


able to claim this as an expense? 
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DR. BLAIR: An expense of the practice, 
COMMISSIONER PERRY: And in his income tax? 


DR, BLAIR: Because he does not show that as 
income, but the other chap has to show it as income. He 
loses the income from his practice, and the income from 
his practice may not be as high as the amount he has to 
pay out, 

COMMISSIONER GRANT: This burden fy seeing that 
the community is adequately served is left up to the 
practitioners themselves? There is no regulatory body? 

DR. BLAIR: No. 

COMMISSIONER WALLS: Just one point that rather 
disturbs me, As was brought out, you are allowed two 
conventions a year. Your conventions are in no smse 
a vefreshercourse? 

DE gL Adee eos 

COMMISSIONER WALLS: And could not be interpre- 
ted as such? 

DR, BLAIR: No, they are annual meetings. They 
present papers, but they are not refresher courses. A 
refresher course is quite different. It is a course that 
is put on really to refresh someone, We frequently have 
them where a chap who has probably been away from one 
aspect of medicine and wmid like to bring himself up to 
date on that aspect of it, and he takes a refresher cours 
say in obstetrics and gynaecology. He hasn't done this 
for a while and he goes to the hospital and arranges for 
a refresher course, and probably he will have ten or 
20 or 30 chaps there and they refresh themselves on that 


aspect of medicine. A convention is an annual meeting. 
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They carry on business. Economics. They also have some 


scientific papers given by guests coming from the United 
States, parts of Canada or abroad, 

COMMISSIONER WALLS: All right. Now, I can see 
that far, but how do you define the difference between a 
convention and a refresher course? Have you had any 
difficulties with the tax authorities in stating that that 
was a convention of gynacologists or whatever it happened 
to be? 

MR, FREAMO: We would have liked to see the 
taxation department spell out in some more detail what 
a convention was, We found them somewhat reluctant so to 
do. They have approved our conventions, and in our own 
mind we have felt a convention was a meeting at which 
scientific papers were given, and as well, had a business 
side; “Mat. it was a meeting of the organization in a 

business sense. Now, this has been our own working 
definition as to what constitutes a convention, but to 
our knowledge no definition has been set down by the 
Department. 

COMMISSIONER GRANT: I suppose the function is 
to look after provincial organizations or annual meetings 
or national -- 

MR, FREAMO: We are allowed to go two conven- 
tions anywhere in the world in any one year. 

THE CHAIRMAN: Youamn go abroad and you do go 
abroad? 

| DR, BLAIR: Yes, sometimes, and wherever you 
Wish, We do have provincial meetings, and we have our 


Federal organization and our Dominion organization, and 


Soak 
atts. 
1, 


‘agnoniyg ae penton 
,*- tooth 40 ebpun To mPzag 88 
nde tes T row vtelgty Eka 2eRAW RtORREEO | ON 
&: fenwred sonaueTtth axtd exitteb woy of aod gud tet Jad 

‘poaher Wag. over cswtate jodeetiIo 6 Sas adbansvedo 


begs edd snidade' ol esidinvotdun “53 cfd dite asleivetTten 
| Bedeqqit Tl eaveriin co e3elgolosengs =o tardnevdes & Baw 
ged: of 

apt S62 07 SenhL svt Givew 6W :OMnAn Fe } 

date Disseb atom smou ol Jeo Ilsqe Scomscmgep yolJdexs? 

of 68 Jestouic: darivamoe mon? heusto ov .@bh TOAIREYMOS 6 


awo so al hes pecoliasvnios sm Seyotg@n oven yea?  ,ob 


a 


riotdy ve. wnigesm 9 caw jcrédevttos oe Che? syst sw iia 


at 


| sBotnteud s bel ,ctiew an bie ,cevts oD sipgnq oltigasios 
} 

“7 a 
eat dolvestiuento add ta -ualtesn & 2a PES sede 
oniite cwo- 100 sed Ben eiag Won,” , eres soulece 


| ‘oft tud .roliteveoo a. aetusivetoo Jaav 92) 8e notiialieb 
wig yd nweh Joe naéed aed netehalteo- on egbeivomn Fae 
| 


| , laser aqed 
st  aobdohuvt ono eacequa I sTHARD HIAGIEe iia 
emiliesn Counin m0 eilois siting (eloniverg 162te aeol oF 
- Petelsan te 

=tevaod ows of G2 bewerie sie. oY MOU. i 


jaehy- ote yoo of Bloow oid AP Geers Saoltd 


om 05 ey fds Goode op nm aot AMIEEAND Gee 


—_ 


¢ Bao1de 


— 


wow Waveterw trek ,semtdemee ,eeY cALAT ae 
age ove ow toe .eonitesm telintveny brat-ob ev. dete, 


nie ,Nobicainayy detnlewG ao bon cotisetoegue f 
denen 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 
: 3884 
if you went to both of them there you would be. 


THE CHAIRMAN: The next is allowable deductions 
for salaried physicians, and recommendations on page OS ae 

DR, BLAIR: “Yew'y I would like for Dr, Klotz to 
give you this. He is salaried, and we feel that he would 
best be able to speak to this. 

THE CHAIRMAN: He will speak with more feeling? 

DR. KLOTZ: Our recommendations as spelled out 
on page 11 are as follows: "we would therefore recommend 
that consideration be given to legislation relating to 
the deductions allowed to salaried persons which, insofar 
as it affected the medical profession, would allow all 
salaried physicians to claim as deductions reasonable 
expenses paid from their own resources for: (1) Annual 
membership fees payable tothe Canadian Medical \ssociatio 
and its provincial divisions" --- and our French counter- 
part which I won't attempt a say --- "and other 
recognized local, provincial, federal or international 
medical associations; (2) medical books, scientific 
journals and equipment; (3) attendance at conventions; 
(4) attendance at refresher courses." 

As you intimated, Mr. Chairman, I can speak 
feelingly on this as a salaried physician, For your 
information, I am chief of the Department of Pathology 
at the Civic Hospital here. As you are well aware with 
the socialization of our hospitals, we are no longer 
masters of our economic fates, and I think most 
hospitals --- certainly mine is very sympathetic towards 
the needs of their employees to maintain their 


professional skill and they do ali they can to encourage 


SWB Gatiege en dinctstotinetinnsie'aciae emae pay Soe 


Phrtmmoves stoteveds bivew aw" seWerict fs ora EF eeeq mo 


Ge pitvetes Woldhtetyat of nsvty st sobievsbteaee Jedd 
Ne wear ,foltdw enoems , boltval an at tionet teagan eri 

Ei Wile Divo wonensto-a ‘tonite afd: botpette ¢2 ae 
| ‘eitenceew: avcttesteb ac atelo ad emelogegig OeTyelas 
| fepnnn) (f) ste Ssodloses. tao rhea gis ble ssniteqxs 
padretonee, Lusites uctienal eriicd eidageg eos qidertedmen 
iia AcdonG ‘iia poe --—- “ssticivin Jefsuteong edt Bee 


| getpo tng" —-- ths of dgamedo Ii eoe Tt meted diag 
| fadotsornsiib-so [etohks) , afoblvesy , feck Desangosest 
| 


sifisnefios exaod I ralbem is ‘panoléslsesgen Teatpea 

tencianevies Je sonstdedde (8) (hreugivpe Des éi rwot 

| ") gratis Sethe iter te ebiebenitae (#) 
| aeueqe mo I vers honey 1 _ dovedttrat YOR 6A 

“oy ‘10m. nefoteyce on © ah Cla? oo Tigeticeas 

Yacfortted to snentuaged edd lo tsliy we LT jester mt 

isin stave {2aw oxo wo“, GA eden f — sivih off ze 

s7g00!r on o%¢ ok, 4iediasor! tie “oe totvaskieteas suis 

Tem ait as i Mee ,fo26% olmotiecs tue So ereveam 

stringos elfedtocwmys yoeu €2 4ntm “tulcides --~ ef stiqeor 

“4 


nhedd otedoLew of seegataee tted? Yo adden ard 
j.erexwsone of aes Youd Lhe ob “out toy ElDia Teno fess ot 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 3885 


us to attend refresher courses. 

However, our hospital budgets are very critically 
scrutinized by the various commissions with the result 
that allowances for travelling and attendances at these 
particular things are drastically reduced. In my own 
department I have a staff of roughly 130 people, which 
includes six full-time medically-qualified individuals. 
The rest is made up of technicians, stenographers and so 
on, Amongst the technical staff there are probably 15 
who would be entitled to be sent away to refresher 
courses in their particular field. 

In submitting my annual estimates, I budget for 
this anticipated cost somewhere in the neighbourhood of 
$7,000.00 or $8,000.00 a year. When the budget comes 
pack as approved, it has been whittled down to $1,500.00 
or $1,700.00 which has to be split amongst this many 
people, and you cannot begin to cover this expense out 
of monies made available from the hospital and those who 
attend these courses have to underwrite their own costs, 

vi sais THE CHAIRMAN:  -This:is a budget for what 
purpose? 

| DR. KLOTZ: For attending conventions, 
refresher courses, 

THE CHAIRMAN: And so you do provide some mone 
to your employees for such attendances? 

DR, KLOTZ: A small sum, yes. It averages out 
at about $80.00 per head per year. I came back a few 
days ago from having spent a month in Chicago, about 
80% of which was at my own expense. 


THE CHAIRMAN: On these items 1 to 4, referred 
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to by you a minute ago, what would be your estimate of 
a fair average cost of the whole lot for a doctor of your 
seniority? 

DR, KLOTZ: This is very difficult to estimate, 
Mr. Chairman, because the picture differs from one 
hospital to another, For example, some hospitals do 
support their professional staff to the extent of paying 
their costs for membership in various associations, In 
my own situation my hospital has been very generous in 
supplying us with books, journals and magazines. On the 
other hand, we do not have any benefit or enough benefits 
regarding attendance at professional courses, 

In other situations, some pathologists and 
other professional people employed at hospitals, are 
given a travel allowance over and above their salary to 
cover this, so it would be difficult to strike an 
averase, in answer to your question. 

THE CHAIRMAN: And of course we are concerned 
about the administrative difficulty of dealing with 
these things, and the purpose of my question was to seek 
an easier way than the listing of vouchers for such 
items as we have mentioned here. I am wondering if 
there is a round sum which would approximate it, or 
anything of that kind, and you tell me there is not? 

DR. BLAIR: Doctors who are practising who 
are not on salary at the moment are able to take off any 
membership fees for Provincial, Federal, or international 
organizations, expenses of medical books, scientific 


equipment and journals, attendance at medical conventions}, 
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So the first three are allowable for those in private 


practice or those not on salary at the moment. We have 
very littie difficulty with the method. To allow it to 
Salaried physicians, which we think we should allow, would 
not increase the administrative problem any more. 

THE CHAIRMAN: I am concerned in going beyond 
your profession. I am not asking you to solve that, but 
we obviously have to think of the broadest terms-to say 
"yes, this is excellent for doctors";we have to be 
concerned about all kinds of salaried people, people who 
wie tools of any kind, 

COMMISSIONER PERRY:Y. Do you have any figures as 
to the numbers of doctors in employment? 

DR, KLOTZ: Those figures are available. 

COMMISSIONER PERRY: I think in fact we have 
them before us. 

MR, FREAMO: I think full-time employment 
includes internes in residence and this is not a good 
picture of the graduate doctor in full-time employment. 

COMMISSIONER PERRY: I think it has already been 
put before us, 

COMMISSIONER GRANT: It seems to me there would 
have to be more evidence submitted to the Commission than 
the Commission now has either through this brief or other- 
Wise to give full study to the submission which you are 
now making. You suggest that the salaried physician is 
going to be allowed to deduct from his salary the cost of 
attending refresher courses over and above which your 
administrative body will recognize, because they are 


always recognizing that it is desirable for some members 
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of your staff to attend. We are just taking your 


particular staff as an example. We will say they, cut you 
down from a budget of $7,000.00 to cover this particular 
item to, say, $1,500.00 or $1,700.00. Now, in so doing 
they may be influenced by the fact we are not so much 
concerned with the cost as we are with the time these 
people are going to be away. Is it desirable to take 15 
or 17 fully qualified practitioners away from their dutie 
to attend this course, desirable as it may be for them to 
improve their knowledge and skill. There is the fact 
involved: Can we afford the men to be away or can they 
get this information through their own studies or some 
other source instead of attending every year? Would it 
be adequate to attend every third year, for instance? 
Your administrative body may be taking some of these 
things into consideration when they cut your budget. 
Would you have any news on that? 

DR yp OKROTZa.ethe sameneats not done at the 
hospital level. It is done at the level of the Commissio 
and at the Commission level it is not done by the 
Department, but done on the total budget. When the 
hospital has an item approved they prorate it amongst 
4.000 people they employ. 

I don't think the pointsiyou brought up are the 
reasons behind it. I think the Commissions are trying to 
maintain a per diem rate at as low a rate as possible. 
When this question has been previously presented the 
Department of Revenue has always suggested that these 
expenses would be allowable if they were written into the 


terms of employment of the salaried doctor, I think this 
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is a very theoretically sound proposal. It is just not 


practicable. 

DR, BLAIR: We have also been talking about the 
benificent employer. We are also thinking of the employe 
who does not allow any of these expenses at all. This is 
a greater hardship for the individual who is not allowed 
any of these. His employer doesn't pay any for him. 

THE CHAIRMAN: Doctors working for governments, 
I presume, would have difficulty in that respect. The 
governments would find it difficult to provide for that 
amount of cost. 

COMMISSIONER WALLS: With the relative shortage 
of doctors wouid that not be included in the terms of 
employment and the salary allotted? If it were lacking 
in these particular requisites would it not be made up in 
some other form? 

DR, BLAIR: We would like to think so, We have 
endeavoured to do this, but to date we have been unsucces$- 
rai. 

DR, KLOTZ: At the practical level itt depends 
on the ability of the individual to negotiate with the 
hospital. I have endeavoured to do so unsuccessfully. 

THE CHAIRMAN: We will move on, Deductions 
allowed for personal medical expenses. These are the 
recommendations on page 18, 

MR, FREAMO: We, therefore, recommend that 
three alternative deductions be allowed for personal 
medical expenses and that the taxpayer be allowed to 
Geduct: (A) A standard deduction of $25.00; or (B) the 


total of medical insurance premiums paid from his own 
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resources during the taxation year, excluding premiums 


paid for basic hospital insurance coverage; or (C) the 
amount which is total expenses, computed on the basis of 
eligible expenses as now outlined in Section 27 (1) (c), 
exceed 1.5% of his net income," 

THE CHAIRMAN: You mean what should be written 
into the law isi 48)JRE cnbitie to the highest of A, B, or 
C or what should Ge a ecen into the law is one of either 
tN See 5 lta Gay 

MR, FREAMO: He may claim whichever one of A, 
B, or C he wants to claim, which would mean the highest 
deduction, I would imagine that would be the one he woul 
normally claim, 

COMMISSIONER PERRY: I find a little inconsis- 
tency here between your frequent restatenent of what is 
the basic philosophy of this provision, that is to 
recognize the very heavy year of expense; an inconsistenc 
between that and the suggestion that the floor be’ rémoved 
for at least purposes of two deductions, your first two 
alternatives. 

MR, FREAMO: We admit the inconsistency in the 
argument, The problem is you have to marry two or three 
problems which are inherent in this business, one of 
which is the tax advantage given to people to secure a 
benefit paid by their employer. If we only had to worry 
about one or the other of the inequities which we see in 
the existing legislation, we could probably be less _ 
inconsistent in the recommendations forthcoming, but 
there is no clear way of setting them out and avoiding 


all of the problems which we see in the legislation. 
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1 COMMISSIONER PERRY: I suggest on the fringe 

2| benefit aspect you are focussing rather narrowly on this 
3] particular phase. Undoubtedly there are benefits to an 
4| employed person from employer fringe benefits. At the 

5] same time almost any self-employed person would admit he 


6| has concessions which are not available to the employed 


person?’ leameinotisayine thistisnrignty; buteitris? avtact. 
I am not even suggesting these things balance up. I think 
it is one of the facts that has to be looked at and there 
is no more inequity or anomaly involved in the way the 
employers'claims for health insurance are treated than any 
of thesether benefits which are part of the broader 
question. I neeponee I am not too much impressed with 
that particular argument. Nor am I too upset about the 
fact that the standard deduction includes two first dollar 
deductions. There is an anomaly inherent in a deduction 
which is given without regard to the circumstances, but 
it doesn't. seem to me inconsistent at all that the 
taxpayer has the privilege to work out what his medical 
expenses would be, applying a floor, adding to that 
charitable donations and union dues and if they come to 
$75.00 in all, he is privileged to deduct $100.00, 
This doesn't seem to me inconsistent at all. It is an 
administrative device with a slight amount of generosity 
in it, However, perhaps you can come back .on that one. 
MR, FREAMO: I would suggest it probably has 
a slight amount of generosity in it and it is higher than 
we would like to see in its application for people who 
do not have other deductions to make. I still think that 


in the exemption now used we are mixing apples and 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 3892 


oranges. You are putting in a deduction to ease the 
administrative expense of large-scale handling of ‘the 
first dollar deductions, but you have an inherent buiit-in 
device to do this for your medical expenses without 
bringing the three together at all. It could stand on its 
own, It has got rid of the administrative problem of 
large-scale accounts, That is why they have dealt with 
apples and oranges in trying to bring these three 

together in one standard deduction, 

COMMISSIONER PERRY: I am afraid in the tax 
world you are up to your neck in fruits of all varieties 
all the time. However, I do think that you have made 
quite a telling point in regard to the floor, that 
probably in logic it should be reduced to 13%. As you 
realize, this is what is generally shown by the consumer 
expenditure figures as being the portion of personal 
income tax which is spent on medical treatment. In fact 
it is closer to 4%, As you insure one element of that, 
naturally that means that a smaller element is being 
Spent on medical treatment and therefore the floor by 
which you measure these things should be reduced. [I 
think this is quite an acceptable argument. 

DR. BLAIR: The floor was originally 4% and 
then reduced to 3%. 

COMMISSIONER PERRY: I say the argument is 
ingenious and there is a lot in support of it. Whether 
it is acceptable or not, I don't know. I am afraid I 
end up on this where I came in, It is a deduction for 
fluctuating medical expenses and in fact I would think as 


all medical expenses become insured this thing will just 
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work itself out of the system. Its original reason for 


being will have disappeared. The only argument I. can see 
to the contrary for that is your point that it does offer 

Some incentive for people to join group schemes, which can 
be argued quite properly: ‘The tax law is used for ail 
kinds of incentive purposes, 

THE CHAIRMAN: Perhaps I didn't read this 
sufficiently carefully. I must say it seems to me what- 
ever we have now needs some correction in view of the 
fact, as you point out, a very large part of the populatio 
has now got some form of protection, If that is the 
case, we have regard to the public expenses in Section 27 
(1) (¢). Why not have regard to the Ptal expenses in view 
of what he recovers on his insurance or plans or whatever 
they may be? This is protection against disaster, is it 
not? | 

| DR, BLAIR: The amount which is total expenses. 
It means bringing 3% to 13%. 

COMMISSIONER PERRY: When you say total you don! 
have in mind including the hospital bill, which is insured), 

DR. BLAIR: That is the reason for suggesting 
the floor be lowered, because the hospital expenses cannot 
be included as total expenses, 

COMMISSIONER PERRY: You are speaking of the 
same total as we have now. You are not going back to 
anything? 

DR, BLAIR: That is right, the same as we now 
get from Concession CoM It does not include hospital 
expenses, 


COMMISSIONER PERRY: (c) means you reduce ths 
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floor from 3% to 13%. 

THE CHAIRMAN: I think I made a profit on an 
illness. I was entitled to take all my medical expenses, 
obviously not hospital expenses. You have just told me 
that. I was also able to recover my medical fees from 
the Ontario Physicians and Surgeons and therefore by the 
time I had done that I think I was ahead. I am not very 
sure, 

MR. FREAMO: Yamay be, sir. 

DR, BLAIR: That probably was when they included 
the hospital costs as well. 

MR. FREAMO: This is the problem we see, You 
mentioned the possibility of taking their total expenses, 
I would feel that the Department would have to have a 
small army of investigators to try and find out what’ the 
net position really was. There are so many different 
types of insurances they could never tell except for 
their standard coverages such as P.S.I. The Department 
would never know whether a particular expense was or was 
not included under your coverage. It would be avery 
difficult one to administer, 

THE CHAIRMAN: So I guess we have to go on 
letting people like myself make a profit, 

COMMISSIONER PERRY: You can't make a lifetime 
of iit! 

DR, KLOTZ: It is not a heaithy occupation. 

THE CHAIRMAN: We move on to automobile expense 
You point out the justice here is rather rough, I think. 
We don't seem to have a very happy solution to this. What 


do you wish? 
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DR. BLAIR: We are suggesting at the bottom of 
page 19: "For these reasons we believe that the 
definition of the word ‘use! as it applies to capital 
cost allowances for doctors' cars should not be related 
to the number of miles travelled, but rather that the 
definition should take into consideration the essential 
function of availability as it applies to medical practice y: 

Further down we say "We would recommend that 
consideration be given to a change in the legislation to 
accomplish this end." 

THE CHAIRMAN: I was not very clear what kind of 
change, because the use is not in the legislation. I 
don't think it is in the way the legislation is adminis- 
tered, Do you want something written into the law to 
state deductions would be permitted? 

MR, FREAMO: The way the ne is now written, 
the Department has to prove that some other use exists, 
but once they prove that another use exists, the Depart- 
ment can then determine itself what the proportion of use 
is, and it is up to the taxpayer to argue with the 
Department as to where this should be. 

Our concern is that there must be beyond the 
doctor's automobile, other pieces of property which, by 
their nature, are inherently absolutely essential; the 
nature of the business which the taxpayer is carrying on, 
and it should be treated, if they would qualify him to 
this definition, differently from what now applies under 
the Act, under 20 (6) (e). 

THE CHAIRMAN: I am of the impression that once 


this gets down to the sort of standard uses of the 
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automobile, the taxpayer generally comes out on top. 


That is not so? 

DES "BLAIR: THav Ls Not so. They are chancing 
it a bit. 

MR, FREAMO: The problem being if they want to 
differentiate on the automobile in terms of the number of 
miles driven, we have to agree this is a fair way of 
assessing current operating costs of the automobile, but 
we do not think it is a fair way to assess capital cost 
allowance, 

THE CHAIRMAN: Yes, I think we understand that 
one, 

DR. BLAIR: Then we move on to "removal of the 
Federal sales tax on drugs". Because of the high cost of 
drugs, we therefore recommend that: (qa) That consideratio 
be given to altering the method of applying the Federal 
sales tax from the manufacturer's level to the retail 
level; and (b) that the sales tax be removed from pres- 
eribed drugs. After the first one takes place, then you 
can do the second one, but if you do not do the first 
one, you cannot apply the second one adequately. 

THE CHAIRMAN: Does that mean prescriptions, 
or does it mean any drug of any kind? 

DR, BLAIR: No, prescriptions, Maybe we should 
change that word to "prescription drugs", 

THE CHAIRMAN: I will put it in quotation 
marks in my own copy. I thought it did, but I was not 
sure, 

COMMISSIONER WALLS: Beyond wanting to bring 


into line the price paid for drugs by consumers out of 
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hospital and that paid by consumers when they are in 


hospital, what real argument do you have that drugs 
should be exempt from sales tax? 

DR, BLAIR: One of the biggest arguments I 
think was in the high cost of drugs today, and this is 
one way of lowering them and equalizing the cost that 
is paid in hospital as opposed to those that are paid 
outside the hospital. 

COMMISSIONER WALLS: Yes, but then you might 
just as well say that both should pay tax. That would 
be another way of creating an equalization. What I am 
getting at, there are many products that people consider 
are too high in price. There must be some other basic 
reason why you think that drugs especially should be 
picked out. 

DR, BLAIR: Because they have to deal with 
Sickness, and caer you are dealing with a person that is 
sick, it is an essential. If a person is sick, it is no 
a luxury. He has to hve the drug if he is sick. In 
other words, a doctor has prescribed the drug, therefore 
he has to have them, This is one of the reasons that we 
feel it should be without a sales tax. 

THE CHAIRMAN: You think essentials should not 
be taxed? 

DR. BLAIR: Basically sickness.shouid not be 
taxed. 

COMMISSIONER WALLS: One argument that was 
put before us some time ago was that there was a heavy 
preponderance in drug buying by older people, and there- 


fore the amount the pensioner would pay would be out of 
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relationship... “Would the argument not be there rather, 
increase the old age pension to take care of such things? 

MR, FREAMO: I think one can argue as far as 
any sales tax is concerned it has a greater application 
on persons of low income and older people in reduced 
circumstances than it has on others in the working unit. 
It is a very difficult situation. 

Governments and government committees have 
taken a look at the cost of drugs. We feel that one very 
effective and efficient way if you are interested in the 
cost of drugs is to get out of the field of taxing. This 
would be one very nice way of reduced cost to the person 
who is i11, and I think it is important to consider that 
it has been estimated that the Government's position on 
Government sales tax --- their income is greater than 
the combined net profits of all the drug companies in 
Canada, and if we are talking about things that influence 
the cost of drugs, we should keep these things in 
perspective. 

COMMISSIONER WALLS: Would you then only apply 
it to prescribed drugs and not to patented drugs when in 
many cases they are the same thing and serve the same 
purpose? 

| MR. FREAMO: The problem with prescribed drugs, 
we feel there is a control here. Once we go beyond this 
area it would probably be necessary to be very precise 
as to drugs which are included and which are excluded. 
There is really a tremendous dollar volume of commoditie 
labelled "drugs" and sold in the drugstores which in the 


opinion of the profession have a doubtful value to the 
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“euet 


1) recipient. 

2 COMMISSIONER WALLS: But surely the medical 

3| profession can supply the Government with a list of what 
4 would adequately come under the term of drugs rather than 
5 just what is sold in drugstores. 

MR, FREAMO: I think this might be possible 


7| under the situation which we are now considering, which 


gi is to have an end sales tax, We had given consideration 
9 to the possibility of such a list under our provincial 

10 sales tax provision, and we had to throw up our hands, 

11 At the manufacturer's level we don't know whether a 

12 particular drug is going to go into a drug or animal 

13 fertilizer or animal food or what have you, so we are at 
14 a loss in this business of trying to prepare a list under 
15 the present sales tax situation. However, it should be 
16 easier on an end tax situation for us to have the 


17 Committee look at this. 


18 COMMISSIONER WALLS: You have just made a 

19 statement a minute ago which I would like you to enlarge 

20 upon, and that is when you are dealing with drugs used 

91] as components in animal foods and commercial fertilizers. 
If you make it the end use, the feed companies that 


supply farmers with livestock feed, would become the 
retailer, and they are also the mixer of these feeds, 
and it has always been exempted as being a component in 
the price of food and has been exempt always from sales 
tax in Canada, aS gar as I know is exempted in other 
countries too. You are now suggesting these drugs that 
reused as a component in the production of feed should 


be taxed? 
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MR, FREAMO: What we are saying, our problem 
here is to take in the drugs and the part of drugs we know 


that the doctors give to patients. We would like to find 
a way wherein sales tax would be removed from those. We 
feel other people have a perfect right to say whether 
they feel sales tax should be removed in their own area, 
but we are dealing with an area where we think sales tax 
should be removed to meet the need as we see it, 

THE CHAIRMAN: AS you say, you can,only identify 
thes@€ items on end use. I am not sure you may only be able 
to identify them if the tax was on the wholesale basis. 

If the tax was on the goods purchased --- when they are 
going into a drugstore you know what their end use is 
going to be, 

MR, FREAMO: If we stick strictly to the 
prescribed aeere issue, we would not be able to do this, 
because some drugs that a drugstore will buy may be sold 
on a prescription or may be sold over the counter, Now, 
if we went beyond that and were able to set out a list 
for you that is more specific, it could be made to apply 
on the wholesale level. 

COMMISSIONER PERRY: All I got out of it is that 
humans seem to consume things that are also used in 
animal fertilizer, It sounded a little repulsive to me. 

THE CHATRMAN: We will move on to the next one. 

DR. BLAIR: "Exemption from sales tax for non- 
profit institutions of medical education and medical 
research. We would recommend that consideration be given 
the elimination of sales tax on scientific equipment 


required for medical education and research," 
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THE CHAIRMAN: You draw attention to a univer- 
sity purchase which is subject to sales tax, whereas La 
it had been bought for a hospital it would not be, 

MR. FREAMO: Yes. 

THE CHAIRMAN: I think they have a point there. 

DR, BLAIR: "Removal of the customs duty on 
rehabilitation appliances and equipment not manufactured 
in Canada." This may not be within your terms of reference¢, 
and we are not sure, 

THE CHAIRMAN: Iam surprised at the exemption 
from customs duty. These goods are not competing with 
Canadian industry? You are correct about this, are you? 

DR, BLAIR: Yes, we are. 

COMMISSIONER WALLS: Your Association has 
appeared before the Tariff Board on that? 


MR, FREAMO: We don't basically do this, and 


there are a number of organizations that are intimately 

concerned in this, and it appeared that we sort of give 

them our support, but we are not primarily interested in 
carrying the ball on this problem, 

I am sure the biggest problem is something new 
that comes out. It is not specifically exempted, so 
until some order is made that specifically exempts it, 
it has to pay duty. The thought of the people most 
intimately concerned with this is that if it were 
possible to have things in a similar kind and class 
handled in that fashion that could more quickly get these 
items freed from customs, 

THE CHAIRMAN: I am concerned about this 


retirement savings plan memorandum that you have sent in. 
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Our time is evaporating very fast. We have not really 


provided adequate time to deal with this memorandum fully. 
Suppose you take a minute or so and tell us what is in 
here, 

DR, BLATR: Mr. Chairman, Mr. Freamo could 
probably do it faster and better than I could. He is 
the expert. 

MR, FREAMO: If I could just talk three or four 
minutes on a few specific paragraphs. The first two 
paragraphs just say that we have this plan and the number 
of people in it. The third one poses our problem. The 
problems which we wish to discuss with you today are 
future problems which we foresee rather than present. 
ones which we have to face. They arise because our 
projections of the future equity of our participants 
reach significant proportions, and in the future it will 
not be unusual for participants to have an equity at 
retirement of $100,000.00 to $300,000.00. 

One of the future problems which we foresee 
is the possibility of a participant's death prior to 
retirement at a time when his equity in our plan is of 
these substantial proportions. The refund of premiums 
which would occur would attract substantial estate 
taxes and succession duty. The inequity which we see 
is that the same taxpayer would have had available to 
him the opportunity to reduce the effect of these taxes 
through gifts, if he had chosen to accumulate his Saving 
in another form of property. 

And the next cis an lllustration of the 


problem we feel we will have, and then we say that some 
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‘eu pt 


1 experts have proposed loopholes or gimmicks to avoid the 
2] impact of estate taxes and succession duties, but for 

3] reasons which are outlined later in this submission we 

4|| consider these to be of doubtful validity. What I call 
5| gimmicks, the setting up of personal corporations and 

6| the use of living trusts. Now, forthis particular plece 


7 of property I do not think that it would legally afelify 


under either one of these sets of circumstances, 

Personal corporation is just a little doubtful, but I 
would hate to have my money all resting on it and waiting 
judgment at the succession court level. The problem is 
on this particular piece of property you can assign a 
death benefit which is a refund on premiums. This is not 
unassignable; therefore, theoretically you could assign 
this to living trust or personal corporation, but it is 
not completely given because this death benefit is only 
paid cover in the event you die before you retire, and if 
you end up living beyond 71 years and you have to take an 
annuity out of this, I think the gimmick of having it 
through this means is not a good one, and I do not really 
think basically inlaw we should be looking for the 
gimmick approach to equalize a tax position, 

THE CHAIRMAN: I quite agree. The law should 
not be conditioned on having to go by a circuitous route 
in order. to carry out the intent of the law. 

MR, FREAMO: There is another way in which this 
can be done which has been accepted to some degree, and 
that is the use of trading with the insurance company a 
Single premium payment for an annuity in return for your 


wife taking out a 90% insurance policy. This has been done. 
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Property is then in your wife's name, and there is no 


problem, and you give the insurance company your lump sum 
payment for a contract which ceases to make benefits 
payable on your death. This is a nice handy arrangement 
which manages to transfer property from you to her 
Seemingly at the moment without estate taxes, 

However, again to me this is a gimmick, and I 
do not think it should fall on this committee as to how 
this particular problem should be handled. 

Another problem is when an individual goes 
past the retirement age, The likelihood we see at the 
moment is that more of them are going towards joint- 
survivorship annuity for the wife, but most wives are 
younger and live longer. The problem is invariably set up|’ 
that, the husband dies before the wife and the property is 
valued for succession duty. Our concern is with these 
very high amounts that we may well be facing, taxes will 
be levied and inequities will be created. 

The situation here, a wife has an annulty on 
this basis of $600.00 a month, where the net effect of 
it would be to take $250.00 a month off this to pay 
succession duty and income tax for this period subsequent 
to the death of the husband, and this is not an unusual 
case, 

We list four problems which we feel are inheren 
problems in Section 79 (b) and the plan set up on this 
basis. We feel that consideration should be given to the 
possibility of having property arising from participation 
in either an approved employer-employee pension plan or 


registered retirement savings plan or annuities accruing 
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therefrom exempted from the application of estate duties 
and succession duties, 

The reason we say that, we feel there is an 
increasing tendency of the taxpayer to use this method 
of saving. They view it not as an effort to accumulate 
capital, but rather an accumulation which will be 
expended during the retirement years of both the husband 
and wife, They certainly viewit as a joint effort. As 
the law now stands no hardship is evident if both husband 
and wife enjoy longevity or where the wife. predeceases 
her husband. Unfortunately statistics and mortality 
rates militate against this desired course of events 
producing a result which we believe to be inequitable, 

An important byproduct of these forms of saving 
is, of course, the creation of funds of substantial size 
which are used for investment in capital projects, largel 
in Canada. If the continuance of present legislation 
creates an interaction which results in a decreased use 
of retirement savings plans, this must have a detrimental 
effect on the amount of savings available for investment, 

To go back to page 1 and generally to Paragraph 
1, 2, 3, 4 and 5, our problem as we see it, these people 
are somewhat dependent on us for advice at the present 
time. We feel disposed to advise a participant that he 
Should not accumulate an equity in the fund, in our fund, 
beyond what would increase to about $100,000.00 upon his 
expected retirement date, assuming a conservative rate 
of growth in the interval, without examining very closely 
the combined effect of income, estate and succession 


duty taxes on the property which he is accumulating, 
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time they attain 45 years of age and under present 
legislation it is doubtful whether the possible benefits 
which would accrue from their further contributions would 
offset the adverse tax position which would be 
encountered if they happened to die before retirement. 

But this is the basis of it. We apologize for 
bringing it up at this late date and it came out of the 
study being done, Again, it is not a problem which we 
are going to have for five years, or most employer- 
employee plans will not face for another period of time. 
Tt is going to pose very difficult problems about 
different traatment of capital, depending on how it is 
accumulated. 

THE CHAIRMAN: Thank you very much, You have 
explained it pergieonecmay and very quickly. I for one 
understand it. 

COMMISSIONER GRANT: I should like to ask one 
or two questions in connection with it. You are referrin 
to a plan which the Canadian Medical Association has 
established on a trusteed basis and in which all members 
are eligible to contribute. Now, when you mention that 
you are getting sums reaching the proportion of 
$300,000.00, It would indicate that there is no maximum 
amount to which a participant may contribute. 

MR. FREAMO: There is, sir. It is $2,500.00 a 
year. If an individual at the age of 30 starts to 
contribute until he is 70 and accumulates this at the 
average rate of 5%, this totals $310,000.00 at age 70. 


COMMISSIONER GRANT: I was wondering whether or 
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not you were overlooking the fact there is a ceiling. 


MR, FREAMO: There is a ceiling, sir. 

COMMISSIONER GRANT: It has also to be 
acknowledged this is a voluntary movement and should any 
doctor decide that he is putting too much money in this, 
then he can drop out or drop down? 

MR, FREAMO: Right. 

COMMISSIONER GRANT: I subscribe entirely to 
the advice you have given as set forth in Paragraph 5 of 
the first page which seems to be very sound, In other 
words, if a doctor wishes to take advantage of what I do 
not subscribe to, but which you term "gimmicks" arising 
out of certain statutes, if they wish to take advantage 
of some of the privileges which the statute permits them 
to take advantage of, then they could ease up on their 
contributions, They could use their own knowledge as far 
as investments ane concerned, They could use the gift 
provisions which the Act now permits, They could also 
make use of insurance whereby a wife could now receive a 
premium from her husband and insure his life and become 
the owner of the policy. 

MR, FREAMO: Just to correct the impression I 


may have left, I do not consider these things to be 


gimmicks as they apply to property other than the amount 
accumulated in the retirement savings plan. I think ther 
£8 doubtful validity in the situation of signing a 
possible death benefit or refund of premiums to a 
personal corporation, This I feel is a gimmick. There 
is nothing wrong at all in si#ning over property you have 


while setting up a personal corporation and having that 
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corporation make gifts. This, I think, is legal and 


should be encouraged. My concern is there is 215 ie: 
anomaly present in this property carried under the 
Registered Retirement Savings Plan where there may or may 
not be a situation where you can form a personal corpora- 
tion, It may be if you do die before the age of 71 this 
is in fact a legitimate assignment of refund of premiums, 
If you live beyond 71, it is not a legitimate assignment. 
These are problems I foresee on this which I hope you 
Will straighten out, 

Again we feel that the Government does set out 
certain maximum arrangements and says you may contribute 
up to these amounts. I don't think it is in their minds 
that the situation would arise that you would contribute 
up to the age of 45 and then with the legislation set up 
it would make it iniquitous or present an iniquity for 
you to make any contributions whatsoever, 

COMMISSIONER GRANT: The plan was designed to 
permit a person in the years in which his earnings were 
high and consequently his income tax was high to defer 
by a tax-free payment the income tax which he would be 
now called on to pay until a later date when his Lmcone 
would be lower and hence his income tax bracket would be 
lower. That is the main purpose of the plan. 

MR. FREAMO: The problem we foresee, of course, 
is that the 15%, coupled with the percentage of estate 
and succession duty taxes the individual might pay, these 
two things would completely offset any advantage he now 
sets, If it just a matter of comparing income tax now 


against income tax later, this is a fair comparison which 


Holey reelsgeyaes aie 2 al eld .tetat xe eneord centeas 


yoesuno LO , theese" ot Moldosg ant Ose at 


aA ns \ > aw tea L ele Va tJ ae | Box oi vaub wbeess5vue hoe 
Won Of *3-TAnVEs YeR Joeklo vi adelgmoe. ALwow aarti’. on? 


acd ono finttes <Aringann wu ho aroma ean 
gen “x0 gray arautt seein wall egekesr SneoethveR Dewede 
“pyegtan lesocwe? « me" one Hoy erern Mol’ sete. 9 ede don 
wisid Bt 9 sae ort cigj}ed wth. ob woy 22 ed yam SE wort 1 


(entiriaemz iO teen io Sosarghanw atenloigel sa doa? nt al tag 


edepigiese e7cnftih..l © don-eb it bY Bnoyed evil soy SI 
oey agotl 7 rotdw atl? w eseetat | apeldowy-dte sean, | 
ive oetiaberza Lite 
fou $68, 8907 d6emmiero> ons Jos feat ow mhege 
Sittinqinoo wan toy. eve FF ineney pate muradxoit ulalie4 
ebatn wtord nt ef FL aetes J 'eeh f lelaweme amet? O81 
Sindtugaos Hlwow vot vor} salts Riper aéltanttie edt Beds 
Oi Cee nodcel sical sd’ cite Get tag 28 16 eps sad oP ae 
igh ylheotat ov tnsme, wh cont begins th edlam Simonds 
Toveotcaly enolteitedies (ie elem OF MOY 

of Henulieat cea cola at? sUGAND GEROTEL HOS 
ota, sa ieviaes 2fa pottw ot srewyiony al Goaieg ‘es dLamag 
Totst of Agid. em “ps waar eri Li Shen poened pnw ashe 
ou Ginow of dotdy sad «pmol oid oogemreq, setivxne’d a a 
PMOORL wr meri oct al 7° @ .20f0/ gee @7 ap pelies, wor 
oo Aiimw Teese. xe% omeort etn oils ong serel ed blaor 
Calg sal? Ig ceegeug afead sao at dagt. sewer 


mda To yatteotan sy dete belqeeo EE ade wend on 


“ 


ron xal eMoomt polsugaed Ic setgam © Bale, 7S OL wBseg 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 3909 


the individual might be required to make, When you compare 
the income tax now against the combined effect of ce 
tax, estate tax, and succession dutics, this is when you 
have problems, 

COMMISSIONER GRANT: If it is not in this form 
of savings it would be in some other. 

MR, FREAMO: You could get rid of it by gifts. 

DR, BLAIR: With this method you have now 
disturbed the setup for estate tax and by this method if 
a person puts his savings into this method he would be 
increasing his estate tax. If he used the former method, 
he would not be increasing. It would be the same as it 
is. By using this method the estate tax is sreaterew. he 
cannot give any away as gifts. 

COMMISSIONER GRANT: If he doesn't want to, 
he doesn't have to go into the plan. 

DR, BLAIR: There is one other point I would like 
to make. If he dies before retirement the 15% income 
tax which is deducted for this is included in his estate 
and we feel this is an iniquity. We feel the 15% income 
tax should be deducted and then his estate apportioned 
from there down. At the moment it is included. 

COMMISSIONER GRANT: I think you have a very 
good point. 

COMMISSIONER PERRY: The Chairman was forced to 
take an urgent telephone call and has asked me to 
conclude the meeting on his behalf. In doing so I would 
like to thank you very much for your excellent presenta- 
tion. We have been covering a lot of ground this morning 


as you can well understand. On behalf of the Chairman ti 
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“emeté 


can assure you that we will give full consideration to 


all the points you have made. Thank you very much for 
coming before us. 
We will stand over for five minutes before 


hearing the next witnesses, 


---(Short recess) 


THE SECRETARY: The third submission before us 
this morning is being presented by the Canadian Business 
Equipment Manufacturers. There were two briefs submitted 
one on June 21st and a supplementary brief just received 
on September 25th. We have before us Mr. H. W. Looseley, 
President of the Association, together with T. D. Howe, 
Vice-President and Chairman of the Committee on Governmen 
and Taxation, together with Mr. B. A. Diekman who is 
Vice-President of the Committee. 

I would like to enter the brief and supplementary 


brief into the record as Exhibit 221, 


---EXHIBIT NO, 221: Submission of Canadian 
Business Equipment 
Manufacturers, 


SUBMISSION OF 


CANADIAN BUSINESS EQUIPMENT MANUFACTURERS 


APPEARANCES: 
H.W, LOOSELEY 
I.D, HOWE 


B.A, DIEKMAN 
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THE CHAIRMAN: Good morning, Mr. Looseley, and 


gentlemen, We have read your submission with a great dea 
of interest. Sales tax is a complex and difficult subject 
and we have heard a good deal on it, and we have had you 
coming at us from many directions. If there is any 
unanimity it seems to be that the tax shall be moved from 
where it is now. There are different suggestions as to 
where it goes and how it gets there. Before we ask 
questions about it, would you like to say anything to us, 
Mr. Looseley? 

MR, LOOSELEY: We had purposely confined our 
presentation to sales tax because we feel that we would 
like to make a rifle shot instead of a shotgun blast and 
I think that the brief is pretty well self-explanatory as 
we go through it and many questions have been answered 
by correspondence and we are very happy to have this 
association with you. Mr. Howe and Mr, Diekman have done 
most of the work and will probably ask the questions, 

THE CHAIRMAN: We will direct our questions to 
you and you can pass them along, 

Your recommendations are contained in Paragraph 
14 on page 7 and you suggest that the federal sales tax 
be levied at the retail point of sale to the end user. 
You also suggest that the federal sales tax be collected 
along with the provincial sales tax by the provinces, 
That, of course, assumes that we get uniform acts through 
out Canada. As you are aware, the provincial acts are 
not all uniform at the present time. Do you think the 
provinces would see this as being an advantage to them 


and would agree? 
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MR, LOOSELEY: I believe, sir, that it would be 


more of an advantage to them since those provinces, the 
majority of them, do have an outlet in taxes. It would 
be more of a problem to them if those were turned around 
So a new body of collectors had to go in and replace 
those existing. As far as the varying amounts ‘are 
concerned, in British Columbia they collect 5% tax and 
it would be added to that, In Ontario it would be added 
to the 3%. I don't think it would be difficult, because 
the provinces are not the same, 

THE CHAIRMAN: What I am really reaching for is 
how can one keep the acts uniform? As soon as the 
province had some reason for deviating from the standards 
on different items would it do so? JI think it would no 
longer be able to collect the peaenat tax Lor them\if iv 
did not conform to the federal Act and the federal 
government, if it wanted the tax in that province, would 
have to collect it by itself which would be quite 
unreasonable, I think. What would induce the provinces t 
stay in line? 

MR. DIEKMAN: I most respectfully beg to dis- 
agree, I believe if the Federal Government were to have 
a uniform tax rate throughout the country it would not 
matter very much whether the provinces Be each their own 
individual rates. 

THE CHAIRMAN: I am not arguing any point in 
respect of that. I am talking about the law. 

MR, DIEKMAN: I thought you were talking about 
uniformity. I believe it would be a highly desirable 


thing, but not essential. 
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THE CHAIRMAN: I am talking about the uniformity 
of definition, uniformity of law, not uniformity 4s to 
rate. If you are going to tax a sale it must be the same 
thing you are taxing throughout the country. It must not 
be a different kind of article in one province than in 
another, It is very hard to keep laws uniform as we have 
found out in the income tax and succession duties and 
other laws, I think the only way this could be done is if 
it were precisely uniform. If one province steps out of 
line I think it throws the mechanism out of whack, and 
makes collection impossible, Am I right or not? 

MR, DIEKMAN: I don't think you are, tee, 

THE CHAIRMAN: Tell me why not. 

MR, DIEKMAN: I am coming back to the point that 
the Federal Government can decree as it wishes what 
particular items it would and would not tax, It could 
in my view, also arrange to have certain items exempted 
from tax, from federal service tax, The province, in my 
view, could still please itself as to what items it would 
and would vot’ tax, It might make it hard on the retailer 
where he collects the tax on one item for the province 
and not on the same item for the Federal Government. 

That might be a problem, but it is a matter of collecting 
and the province would collect for the Federal Government. 
The province would hardly care how much it collected for 
the Federal Government. It would be up to the Federal 
Government to police whether the federal sales tax had 
been correctly collected or not. 

THE CHAIRMAN: Weil, I think it would be pretty 


difficult for the retailer to operate under two sets of 
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rules, It could not vary very far, I would not think. 


MR, DIEKMAN: Mr. Chairman, I believe 7 rules 
in any one province would be uniform, Maybe we could 
take an example, Shall we take a pack of cigarettes? 
Now, the Federal Government would collect "X" many cents 
at . given rate on the selling price of a pack of 
cigarettes, whatever the selling price might be. One 
province might say we are not going to tax cigarettes, 
for instance British Columbia, and therefore no British 
Columbia retailer would collect the tax, but the retailer 
of a package of cigarettes in Saskatchewan says "Yes, we 
are,” That pack would be uniform in Saskatchewan. 
Whether Saskatchewan or British Columbia did it one way 
or the other would hardly matter to the Federal Government, 

MR, HOWE: I believe there are areas at the 
present time aiere the retailer does have to discriminate 
because he is charging on some items and not on others, 
If you go into supermarkets there are several items they 
do charge tax on and others they don't. I think this is 
the same problem that will exist as is being handied now. 

COMMISSIONER WALLS: It is much simpler to 
decide whether it should be taxed or not, than whether it 
should be taxed at two different rates; is it not? 

MR, DIEKMAN: If the Federal rate were anes 
throughout the country, which I assume it would be, each 
individual in a given province would have one rate, The 
Federal rate would be determined country-wide. 

COMMISSIONER WALLS: I was thinking in terms of 
the fact there is one province that exempts children's 


clothing up to a certain size and now the Federal 
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Government enter the picture and might make all children! 
clothing taxable or no children's clothing taxable,. Ther 
is where you would run into difficulties upiess all 
provinces could be brought into line and the Federal 
Government could also be brought into line. 

MR, HOWE: It doesn't seem to be a problem to 
me, You would know that this item carried, say, 11% 
tax, assuming the Government would reduce the percentage, 
and on this item only 5%, and in the case of B.C. it was 
3%. I think it would be a simpler matter than it would 
be to look at it on a broad market, 

MR, HOWE: Don't you also feel the Federal 
Government now has almost 100% tax across the board on 
all items purchased as it is, although they are hidden 
or a good percentage of them are hidden? 

COMMISSIONER WALLS: NO, I wouldn't say so. 
There is about 50% of the potential tax collected in 
sales tax now, and about 50% in exemptions at the 
present time, 

THE CHAIRMAN: Pretty wide exemptions, What 
rules might vary apart from exemptions and rates of tax? 
I suppose there would be no difficulty about defining 
sales. It would have to be defined the same way in the 
province as it was in the Federal Act. 

MR, LOOSELY: There would have to be --- for 
instance, in the Province of Ontario reguiar items are 
taxable at 80% of their value. Items such as this we 
would have to assume that the Federal Government, since 
they are going to change the tax structure, they would 


have to go along with the same idea, that they would have 
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to agree with the provinces on taxable items. This is 


one item I can see where there might be some difficulty. 

THE CHAIRMAN: Would there be any revenue 1038 
because of sales across provincial boundaries under what 
you propose? One argument that has been put to us in 
favour of the Federal Government collecting the tax is 
that it would avoid any such loss. Therefore I assume 
that if it were done by provinces there might be a loss. 

MR, DIEKMAN: Would there be a loss of Federal 
revenue or provincial or both? 

THE CHAIRMAN: I would think provincial, but 
under the scheme we talked of it might be in fact both, 
No, I think not, because all goods would have Federal 
taxes, 

MR, DIEKMAN: I can see provincial loss. 

MR, LOOSELY: There might be some loss to the 
province, that is once 

COMMISSIONER WALLS: You would have the same 
circumstances as you have with the Provincial sales taxes 
right today. 

MR’. DIEKMAN: Yes. 

MR, LOOSELY: Yes, but I think this is all 
inclined to disappear with Ontario having a tax and 
Quebec having a tax at the present time, It used to be 
quite a problem, but I imagine that problem has diminishe 
a lot since we have tax here, 

COMMISSIONER WALLS: First of all, one thing 
that you deal with and we get it so much these days, 
especially since the last budget --- "likewise, existing 


exemptions from sales tax on capital equipment purchased 


fedw yotet! wstebeyed Letoateowy weonon potaw to 

= du od Fug neat eee jwdd PeaasyTe SAO,” <n 
‘alr ens ade patvestios tmeantaved Letade’y, sit? to wove? | 
Squercs L sxetetadf wrcol Aspe Ye rove Digow of tang e 
Seir © sd “let Seay eonlewyy Yd engh onew 22 22 Onay 

Fiemabet Io seas 6 od erent’ divoWw WAMIAES 
‘ated & Yetsatves” tO ennevet 

tet fatocivorg ic ie hives I SLAMAT HO GET 
Aied Goa wh ef Tagen Te 3 hesthad at esetoe ans. tebeiiy 
tenses aval blue efobe [lw oampoad , om oaas Ryo 


,esxed 


ef0f ictsefhvyoig pee mes LD rw , fa 


_ 8 fs 


al? of evel oma oC tote osemlt cameo hm 


2 


wright at sant ,eonlveuy 


bites ed svet Diwow poY «chat MNOZECHROY 


— 


jeeed eetaa Laban lyowd St) rdw eved beg Be Soonesemiptte 
-yebod Brigit 

any (want: wae 

ire a wer se eed L tef-peot tiiteoar 
Bog aC 1 arilwrs obiatr) iol thenpgagsp ov ten ifeal 
ei ai beev 7i .weto fagdeeg 469 6a zad eo gasvat oscem, 
erfetiiinit aed moeldow dialt ensyant & suc merdowqg oe sdiup 


_wread eet evel ow eonte Joi & 


eriso eng ,fh0 Wer davlL 1h AIRE DODS 


aged e¢en? tant ov at dog Ga tds Maw teed voy tars 


ghitatxn be lwwalt” --- teghm sank etd emrte ylteteeqss 


> 


Deeenonuy roemplipe Iotigas no xed BeTee = 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 3917 


for the purpose of producing taxable goods for sale, 
would have to remain to allow us to compete in foreign 


markets", Now, there are certain other countries, you 
know, who are very competitive in world markets, whose 
manufactured, products carry, sales tax on the machinery 
and production, What have you got to say as to the 
reason that you feel that this is going to prejudice you 
as far as going into foreign markets? 

MR, HOWE: What portion of the brief are you 
referring to? 

COMMISSIONER WALLS: I was reading on page 10, 
section k, 

MR, DIEKMAN: Perhaps it might be said that 
this was written before the budget came down in the 
House, and at that time we did not know what was going to 
happen. AS far as exempting capital equipment is concerned, 
I would want to modify the language of the brief now, 
because there is now sales tax on capital equipment. 

THE CHAIRMAN: But your view is the same; you 
haven't changed your opinion in regard to tax on machiner 
and equipment? 

MR, DIEKMAN: Well, speaking for myself, Mr. 
Chairman, no. I agree that if this is not actually law, 
that there is tax on capital equipment, well then, that 
Should remain, JI do not think that this brief should be 
interpreted to mean that “‘w@ are or that the Association 
is requesting the return to the exempt status of capital 
equipment. That is not the point of this brief. 

THE CHAIRMAN: I am not quite sure if I get the 


point. You are not saying to us that you think there 


wory, wantetmian’ ondiao-ezalinag = ennid, Wolk "ees ag 
sda _nteliem Bizow th aviditaques YIey ote oc Wot 
eraetrio em, sit no; 2d a62 te UTIs, soubor) Pate 


I of som woy ove 4cdW.,dotsoubesg fae 


_ 


| 


| poy eathwleng of giites eb sty tq@ia Loot voy Tait, sonnet 
felony cetsse? odcl goteg Be te3, ee 
joy sun tehtd odd Ie golewy Jac faye AM 


tod snicxete® 


a 


a no livood 


é 
| OL aged ae palbeet caw | ;2RLAW HAMOLe SI MMOO 
| dons Dbae od: teinim Jf. agedte ‘MAMIE Ae 


adi wt awob omaa dagtentl. tld, orotad cestiav saw alay 


o¢ sities, sav tndy word von O20 sv eat? anf? Je bos ,0Suer 
Wbarscnon at Jnsomglupo faelyoo poliqnec ss eatin ,asqqen 
| ,won Teli of) To spemgerat ait ¢ifbom of inew Diaow 7 
fasagteps ledtiec>s ao xed eeles wom, et eiofnd seusoed 
| Hot semen off 2 vole “voy tut sVLAMAL ANS AHT 
wianlionmi to Lad, ot btoLer wb vatntge opoy Aegdelo 2 aeven 
| réabagtnpe brie 
| pat Lewes nat aeublrege iiew  sANBUG 4 
| (Wal ylivusat soc st ains TW ane serom J. on ,tismited> 
fois (Med | Con dnemghope Endtggo co “xaé ef etens “ent 
ad bigoria -teLid eid god aotdd 460, ob EL ,tkemet OLwons 
noktetooaca ori? Sande “6 ste Su dechd neem a? hovougnosat 
Laitges lo aviels dgmeae oo of napdon ects gallsaeupes ef 
tale elit Sa tndeg siti aor st out . Inomylope 

ed Gon I 2h one oFivp 196 WF DL (SUAS ABD gut 


ezedt Actcdt voy dei? ov ad gityss don e125 yoY ).dnteg 


ANGUS, STONEHOUSE & CO. LTD. 3918 
TORONTO, ONTARIO 


should be a reversal of the law as it now stands? Is 
that what you are implying, but I gather you do not like 
tax on capital equipment, 

MR, DIEKMAN: No, Mr. Chairman, I do not think 
that is the correct interprétation., When this brief was 
written there was no sales tax on capital equipment. 

THE CHAIRMAN: That is right, 

MR, DIEKMAN: We believed at the time when we 
wrote it that this would continue, Since the writing of 
this brief the budget was introduced and the sales tax 
on capital equipment was introduced. I will venture to 
say that had this brief been written after the budget had 
been put in, this paragraph would not have been put in 
tals 1Orm, 

COMMISSIONER WALLS: You appreciate the fact 
that this Commission is sitting before some other budget 
that is going to be brought down, If you are starting of 
from scratch do you believe that ae ones used Ih 
production should be exempt from sales tax, or not? 

MR. HOWE: With one clarification possibly. 

If the sales tax is administered to the end user, I 
believe there is nothing wrong with leaving the tax. 

THE CHAIRMAN: Leaving tax on machinery and 
equipment? 

IR. HOWE: Yes, 

COMMISSIONER WALLS: Did you give consideration 
to any of the various other methods of sales tax? J mean 
you have an anxiety to get it away from the manufacturer'! 
Sales tax and you suggested retail sales tax. Had you 


given any consideration to any other type of tax, wholesale 
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tax, value-added tax or turnover tax? 
MR, HOWE: It was ow feeling, sir, that’ any 


other form of taxation other than at the retail level will 
just further cloud the issue as it is clouded now tn the 
form of application of federal sales tax because of the 
fact that it is applied at almost every level of purchase 
today. This is what we would like to see eliminated, 

THE CHAIRMAN: Would not a tax at the next level 
up from the manufacturer's, namely the level at which the 
retailer buys his goods, eliminate considerable of the 
difficulties as they are now recognized at the manufactur- 
ing level? For example, the need to have a very, .wide 
application of discounts in order to get from one level to 
the next level as is now the case, for most of the 
disparity vhich is pointed outitoius now exists. between 
imported goods and Canadian manufactured goods and it 
Seems to me it would get rid of a lot of that difficulty. 
It has also been recommended many times that there is 
considerable pyramiding, and I am not at all sure that tha 
is so. Jt is pretty hard to evaluate that, If it were 
the case I would think moving up the tax one level would 
get away from one level of pyramiding. There may be other 
that I cannot remember at the moment. Those appeal to me 
as being to some extent at least taken care of by a shift 
to the wholesale level. 

Me LOOSELY: hie. Eubelieve.. sir would. be very 
complicated, because, as you know, some types of industry 
sell from the manufacturer to a distributor to a dealer 
to a retailer to the consumer, But in another organizatio 


they don't go through those levels. They may go from the 
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manufacturer directly to the consumer. If they go from 


the manufacturer directly to the retailer and then to the 
consumer, I think it would be rather complicated if you 
try to take a level that did not exist in all types of 
businesses, 

THE CHAIRMAN: I suggest to you the level as 
being that level at which the retailer buys his goods, 
The price the retailer pays for his goods, It is true al 
goods do not go through that tevel, but most goods do, 
There are few that go from the manufacturer to the 
consumer, such as one or two canning companies, and there 
may be others, but most goods pass through retailers 
and where the cost to the retailer is the level at which 
the retailer buys his goods irrespective of whoshegbuys 
them from --- that doesn't matter a bit --- but that 
level which is commonly referred to as the wholesale 
level would seem to me to be fairly uniforn, 

MR, DIEKMAN: Yes, but once again you would 
have great difficulty in collecting tax at that point 
before really the sale to the ultimate consumer has been 
made. One of the points we have brought out in the brief 
is at the present moment sales tax is paid before the end 
user has received the goods, These goods may have become 
obsolete and therefore unsalable. Sales tax has been 
paid and it cannot be recovered. It is down the drain. 

I venture to believe that at the wholesale level you have 
exactly the same problem. 

THE CHAIRMAN: The retailer would get stuck 
then, 


MR, DIEKMAN: The retailer would get stuck then, 
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THE CHAIRMAN: He would get stuck with two 
deficiencies you don't like; one is tax on his inventory 


and the other is difficulty of recovering tax on obsolete 
goods, 

MR, DIEKMAN: I am not quite certain of my 
facts, but I believe he can now, under the present legis- 
lation, recover within two years. I am not too sure about 
that, but I don't think there are very many retailers who 
wouldn't give up hope before the end of two years, This 
is, gentlemen, quite a problem, this question of lost tax 
that you have paid to the Government and you are unable to 
recover, I do not think that moving it out of the whole- 
Sale level will solve that particular problem, 

THE CHAIRMAN: It solves it as far as the whole- 
Saler is concerned, but it does not solve it as far as the 
retailer is concerned, 

MR, HOWE: In the case of many member companies 
in our Association mere of them are manufacturers and the 
retailer of our products, so that all you are doing in 
this thing is moving it from A to B, 

THE CHAIRMAN: There are certainly many manufac- 
turers who sell to consumers, but there are not very many. 
Nothing like the number of manufacturers who sell to 
retailers as opposed to selling to wholesalers, but there 
are some, I recognize that. Where there are, those sales 
have to be adjusted under a wholesale tax plan, 

COMMISSIONER WALLS: One of your criticisms of 
the present tax is that 1t is a costly tax. TI presume you 
mean it is costly to the manufacturer in the books that 


he has to set up, but actually overall it is a very 
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inexpensive tax, Perhaps the least expensive that we hav 
in Canada, and it lines up very well with the lowest 
collection tax figure that we have from abroad, 

MR. DIEKMAN: [It may be perhaps inexpensive fro 
the Government point of view, but from the poor taxpayer 
who has to keep books and administer it --- for example, 
we have one person who is employed full-time to keep 
track of all the sales tax and keep track of refunds, 
This is just one employee who does nothing else eight 
hours a day, five days a week, 

THE CHAIRMAN: We must Sympathize with these 
people, but I think we would be Sympathizing with 150,000 
people or something like that, whereas on the Ppevcals 
basis it would be three-quarters of 4 million or thereabouts, 
Obviously there are many more retailers, 

MR, HOWE: Mr. Chairman, has this Commission 
any views on the method of Federal tax in the United 
States? I understand that thetr method of tax * on the 
receie level, 

THE CHAIRMAN: The Committee views will be 
expressed in due course, If you are asking if we have 
any information, yes, we hwe some information. The 


States generally impose retail sales tax as you are no 


doubt familiar. The Federal Government imposes excise 
tax of a different kind. It does not have a general 
Sales tax, so it is not the same thing at all. 

MR, HOWE: Isn't their excise tax similar to 
our Federal sales tax? 

THE CHAIRMAN: No, 


COMMISSIONER PERRY: Some is at the 
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manufacturer's level and others are at the retail level, 


The federal tax is a mixture, 

THE CHAIRMAN: _It is not general. I think if 
one goes to Europe or abroad to other countries one would 
get assistance on these matters which is more suitable 
to our Betting’ than is the U.S. The Europeans have all 
kinds of different forms of sales tax, and they are 
changing them, They are looking at what is going on 
elsewhere, The Australians run tax at the wholesale leve 
which seems to run pretty easily, and I do not think it 
is very costly. In fact, it probably does not have as 
good an incidence as the tax on the retailer, It depends 
on what one wishes to pay for the perfection of retail 
tax, 

COMMISSIONER WALLS: One basic difference 
between your presentation and some of the others that 
we have had on this matter: You claim there is a disad- 
vantage to the importers by Sales tax. So many people 
have appeared before us and said that the domestic 
product is prejudiced against as a result in comparison 
with imports, You draw to our attention the quite sound 
fact that the importer must pay the sales tax immediately 
on the product, and I presume you perhaps -run-into that 
more in your industry, do you? 

MR. LOOSELY: I einai this must apply to any 
quarter, If you have a large inventory, you have quite a 
lot of money tied up in sales tax and customs duties, 

COMMISSIONER WALLS: Is that a bad idea in order 


to protect or to build up a Canadian industry? 
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MR, HOWE: I would say yes, sir. It is not the 


most difficult thing in the world to have a couple of 
hundred dollars in a large inventory. Perhaps this could 
go into more inventory if you did not have to have it in 
taxes, which would increase employment, ability to sell 
and develop markets, There is only so much money 
available and, as you know, it is 11%, and some of that 
11% could be carried in inventory instead of tax. 

MR, LOOSELY: I think we are in pyramiding in 
this sort of thing, in establishing prices it then 
becomes a part of costing. 

COMMISSIONER WALLS: In your industry you have 
a considerable eats ee imports? 

MR. HOWE: res in our particular industry abou 
80%. Strangely enough, our market is something like 
$300 ,000,000.00. I notice in the latest figures about 
830,000,000, 00 of office equipment exported, It is my 
estimate that possibly 20% of what we sell here is 
manufactured here, mostly in parts. Assemblies, of 
course, would be Tar greater’ than this. 

THE CHAIRMAN: Do you have any evidence in your 
industry that sales tax as it is now imposed is in fact 
pyramiding, that merchants' profits are better because of 
the tax than it would be if there were no tax? 

MR, LOOSELY: Well, sir, I think it is a fore- 
gone conclusion not only in our industry but anyone who 
does importing; you talk about pyramiding, your Federal 

Sales tax when paid at the port of entry becomes part 
of the cost of the product. It is a foregone conclusion 


that anybody, not only in this industry, but across 
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Canada, a good many manufacturers or distributors 


certainly add this as part of the cost and it is marked 
up. 

THE CHAIRMAN: You think their net profits are 
that much better than they would be? 

MH “bOOsiN Ss "That ds’ditfiicult: to say. 

MR, HOWE: There is a control on this. You 
can only increase your price to the point where a person 
can import a similar item, The customs duties and 
Federal sales tax on this item added to the costs in the 
United States, for instance. This would be the limit to 
which you could increase your price, 

THE CHAIRMAN: I find that statement as to 
pyramiding extremely hard to evaluate, While I can 
recognize the markup will be greater on the other hand 
when I ask people if they make more money because of sale 
tax, they all say they doubt it or don't know. Surely 
if the markup is greater you will make more money unless 
it comes off somewhere else, 

Sy, MR, LOOSELY: Possibly your competition put 
that stock in there. tf you could actually mark up any 
of your goods to get the return you wanted there would be 
no problem, I think competition in every industry puts a 
limit on it, 

THE CHAIRMAN: If you don't make more money on 
it even though you mark them up, I think it is not 
pyramiding, 

MR, LOOSELY: There is the possibility we might 
be able to lower our costs to the consumers. 


THE CHAIRMAN: Then you are saying you make mor 
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money. 
MR, LOOSELY: I say there is the possibility. 


MR, HOWE: I believe if you were to take 
individual companies and direct the questions directed to 
us now, you would get a variety of answers, Some 
companies do not pyramid, as you might say, but in any 
event would not the consumer be better off if he could pay 
the Federal sales tax when he buys rather than have the 
chance of this pyramiding? This would be eliminated for 
the consumer and we might be able to add a little more to 


the Federal sales tax. It has to come from somewhere, 


The consumer would save money. 

THE CHAIRMAN: You would have the sales tax 
disclosed 60 the consumer, I know some countries pass 
laws that the sales tax shall not be disclosed, 


MR, HOWE: I can see no reason for not doing 


SO, 

THE CHAIRMAN: You are in favour of that? 

MR, HOWE: Yes. | 

Mi, LOOSELY: Our Association is in favour of 
that, 


COMMISSIONER WALLS: I wonder if you can give 


me some light in regard to Regulation 31 of the Departmen 


of National Revenue which deals with return of goods and 
refund of tax? Have you had much experience with that? 
MR, DIEKMAN: Is this return of imported eooee? 
COMMISSIONER WALLS: No, return of unsold one 
on which tax has been charged. 
MR, DIEKMAN: I am afraid I am not familiar wit 
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THE CHAIRMAN: I think we have your points 


already and we will continue to Study them, We are 
very concerned about the matter of Sales tax and it is 
clearly within our job to recommend on it. We hye 
heard a good deal about it. We thank you very much for 
appearing today and putting before us such a thoughtful 
memorandum, It has been a help to us indeed, Thank 
you, 

MR, LOOSELY: Thank you, 

THE CHAIRMAN: We will stand over until 9:30 


tomorrow morning, 


---Whereupon the hearing was adjourned, 
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Friday, October 11, 1963. 


---Upon commencing at 9:30 a.m, 


THE CHAIRMAN: Mr. Secretary, it looks as if 
we are all ready and we can start. 

THE SECRETARY: Mr. Chairman and Commissioners, 
this morning we have two briefs which are being presented 
by the Equitable Income Tax Foundation. The first brief 
has been prepared by Dr. Robert T. Patterson, who is 
economic consultant to the Equitable Income Tax Foundatio 
He is here to speak to his brief. 

The other representatives here are the 
president of the Foundation, Mr. D.A. Gilbert and Mr. 
Hazen Hansard, Q.C., counsel to the Foundation, 

The second brief concerns more tax structure 
matters, 

I would like to enter both these briefs into 
the record now, before we proceed, the first as Exhibit 


eee and the second as Exhibit 223. 


---EXHIBIT NO, 222: Submission of the Equitable 
Income Tax Foundation. 


---EXHIBIT NO, 223: Second submission of the 
Equitable Income Tax 
Foundation, 


SUBMISSION OF 
THE EQUITABLE INCOME TAX FOUNDATION 


A PPEARANCES: 


DR, R.T, PATTERSON 
Mi DAs GLLBERT 
MR, HAZEN HANSARD, Q.C. 
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THE CHAIRMAN: Thank you, Mr. Secretary. Good 
morning, Mr. Hansard, Mr. Gilbert, Dr. Patterson. Mr. 
Hansard, will you speak first? 

MR, HANSARD: Mr. Chairman and Commissioners, 
I intend to say scarcely more than the Secretary has said. 
I merely intend to say to you that we are here represent- 
ing the Equitable Income Tax Foundation and, as the 
Secretary has said, we have two briefs filed. If it 
suits the convenience of the Commission, we would propose 
to follow the practice which I think has been followed, 
of having those who presented the brief merely give a 
brief summary of them, If it suits you, also, I think it 
would be logical that Dr. Patterson should speak first, 
for two reasons, first, that his remarks would be of a 
general economic nature and, secondly, that he has to 
get away and plane accommodation is very limited, I am 
told, this weekend. Therefore, I should like that you 
should hear him first. 

Dr. Patterson is connected with the American 
Institute for Economic Research and he comes from Great 
Barrington, Massachusetts. He has a summary of his brief 
and I would ask him to present it. 

THE CHAIRMAN: Thank you, Mr. Hansard. AS you 
say, we have received the briefs and we have all read 
them. I would have thought you had = Tucly covered 
the situation. I think we did the five or six hours work 
necessary to read them and I feel you have covered it 
completely and given probably the entire story. 

We are perfectly agreeable to your suggestion. 


I also think it is a good idea that Dr. Patterson should 
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come first. I read his submission first, and I think we 


all did so. At any rate, that is the way I have it in 
my own mind, 

I presume that after Dr. Patterson has got 
through we will deal with his submission and will have 
a chance to ask him questions before he leaves, 

MR. HANSARD: Yes, that is exactly what we 
visualize, 

DR. PATTERSON: Mr. Chairman and members of the 
Commission, before making a summarization of my memoran- 
dum to the Commission, I should like to offer briefly an 
outsider's impression of what is being done about taxatior 
here in Canada. 

About a year ago when this Commission was 
established I had no idea that I should have the honour 
to be a participant at its hearings, but I was very 
impressed that a thorough-going investigation of the 
Canadian tax system was being undertaken by a Commission 
of the highest calibre, whose independence and integrity 
is unchallenged and whose freedom from political and 
other narrowing influences commands everyone's respect. 

As time has passed and the Commission's arduous 
assignments are being fulfilled, the true magnitude of 
its undertakings has become more apparent. It seems to 
me that it is leaving no stone unturned in its 
determination to recommend to the Canadian Government the 
best tax system that the world has ever seen. If time 
permitted, much more could be said of the splendid work 
the Commission is doing. Suffice it to add here that its’ 


example may well lead to the establishment of similar 
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commissions in other countries, and the-influence of its 
recommendations may extend far beyond Ottawa to affect 
the deliberation of tax-writing bodies in many other 
countries, 

It is greatly to the Commission's credit that 
it has welcomed statements from individuals and organiza- 
tions from every part of the economy and from many points 
of view. Its proceedings have obliged students of 
taxation, aS well as others who are vitally concerned 
with that subject, to think long and carefully about the 
many aspects of the tax system. The result will be an 
enlarged and improved body of knowledge. 

The Equitable Income Tax Foundation, which I 
have the privilege of serving as a consultant, is a quite 
new tax-study institution. It has given me a free hand 
to write and speak as I please. I have to say that I share Js 
wholeheartedly its concern with tax inequality. AS you 
know, its able President, Mr. Davide A. Gilbert, is 
appearing before you today. The Foundation's primary 
objective --- I quote very briefly --- is 

"Po encourage study, research and investigation 

on the subject of taxation and its effect on 

the economy of Canada, and, in particular, to 

study the adverse effects of inequitable taxatio 

on the economic growth of Canada." 

I am sorry "that Dr. 43) Ri Petrie, the tneltl- 
known Canadian tax economist, who had originally been 
retained to prepare a brief for the Equitable Income Tax 
Foundation, was prevented from doing so by illness. 


Knowing something of his past work, I am sure that his 
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contribution would have been most helpful to the 
Commission, 

I hope that the material I have prepared will 
assist the Commission by focusing attention on a serious 
inequity in the present tax law. If it does ao”. Tr shail 
indeed be more than gratified, 

The following points summarize my brief, 

Cooperatives, although they are corporations , 
are to a large extent exempt from the corporation income 
tax; and all newly established cooperatives are entirely 
exempted from the tax for three years. Certain provision 
of the Canadian Income Tax Act enable cooperatives to 
avoid a large part of the tax by permitting them, subject 
to certain restrictions, to deduct from their income the 
patronage dividends that they pay or allocate to their 
members, 

Although a reduction tn the corporation income 
tax would reduce the advantage now enjoyed by the tax- 
favoured cooperatives, and the elimination of that tax 
would remove the advantage, the solution of this problem 
of tax inequality should not wait upon a major revision 
of the tax system, if that revision is to be delayed. 

In the meantime some other solution must be sought. 

Cooperatives, which are entities separate and 
distinct from their owner-patrons just as much as 
ordinary corporations are separate and distinct from thei 
Shareholders, earn the same kind of income as that earned 
by the fully taxed business corporations. The particular 
way in which the owner-patrons of a cooperative share in 


that income does not change the fact that the income is 
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produced through the same processes of value creating 

and bargaining that produce income for other businesses. 
The owner-patrons of a Cooperative provide the equity 
capital and assume the risks of the business. Thus, 

they are just as much investors in a profit-motivated 
corporate business as are the shareholders in an ordinary 
corporation, 

The present tax privilege of cooperatives is 
not in the public interest, because it is inequitable and 
uné€économic, 

It is inequitable both because it discriminates 
between two eesntially similar sources of revenue and 
because it results in an unwarranted competitive adventag 
for the cooperative corporations. Large tax savings 
permit many cooperetives to expand far more rapidly 
than they could if their tax burden were equal to that of 
their ordinary corporate competitors, Often the co- 
operatives can afford to pay more for such businesses 
than the businesses ere worth to their owners, because 
when a rival business is acquired and becomes part of a 
Cooperative its earnings become to a large extent free 
ot tax. 

The tax privilege now accorded cooperatives 
is uneconomic because it causes a poorer allocation of 
the nation's resources then would otherwise occur. The 
competitive advantage resulting from that privilege is 
conducive to some degree of monopoly power for many 
Cooperatives, and the aid to survival that the privilege 


Provides for inefficient cooperetives distorts the flow 


of resources from their best uses. An established 
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principle in economics is that the freer that markets in 
a given economy are from monopolistic and other 
restraining and distorting influences, the closer thet 
economy will be to the most economical use of its capital 
and meanpower, 

The subsidy that the tax advantage gives to 
praftically all cooperatives (except those that have no 
earnings at all and so would not be subject to an income 
tax) permits inefficient and uneconomically operated ones 
to survive when otherwise they could not do so; and it 
permits the more efficient cooperatives to expand their 
operations beyond what would be a point of insufficient 
return if their earnings from that expansion were fully 
subject to tax. 

Only when the use of capital is not distorted by 
some obstacle such a6 a tax inequality can the highest 
possible level of productivity for this country's capital 
resources be achieved. Likewise, the effort of workers is 
more productive when it is not induced to remain in less 
efficient but tax-subsidized business situations. This 
is not to say, of course, that all cooperatives are 
inefficient businesses. Many of them sre highly 
efficient and have extremely capable management, 

The tax savings of the cooperatives are in 
effect a subsidy or gift to them, whether they are the mos 
presperous or least prosperous associations. This tax 
subsidy, while it reduces the total flow of real wealth 
because of the diseconomies that it fosters, is paid for 
through the heavier tax burden that faills upon the rest 


of the economy. 
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The question why everyone else should thus 
contribute to the cooperatives has never been satisfactoril 
answered, The gain that accrues to the cooperatives 
through this tax advantage has no justification, for they 
have done nothing to entitle them to it. The gain 
results entirely from the arbitrary provisions of the tax 
law by which cooperatives receive special favoured tax 
treatment, 

Although there is no accurate way of determining 
the amount of revenue lost annually to the government 
because of the cooperatives' tax privilege, a reasonable 
estimate would appear to be at least $25 million. 

The tax advantage thet has been accorded the 
cooperative form of business organization for many years 
has undoubtedly greatly advanced the cooperative 
movement, Some individuals believe that that movement 
Will result finally in a Cooperative State and a 
Cooperative World. I seriously doubt though that this 
is the desire of very many members of cooperatives in 
Canada and the United States. In the Cooperative State 
the individual would be subservient to the government in 
every aspect of his economic life. As a consumer he 
could buy only what the cooperative authorities thought 
good for him. As worker and investor he would have no 
choice but to serve the great national cooperative. 

Other implications for individual freedom would be the 
same as those found under any system of collectivism, I 
believe, however,that only under extremely advantageous 
and artificial circumstences, including grossly 


inequitable tax favouritism, could such an economic system 
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come about, 

How, then, can it be proper public policy in a 
free enterprise Society to favour by means of 
discriminatory taxation, the establishment, growth and 
expansion of cooperatives if they are not a superior form 
of business? of if it could be shown that they are 
Superior, whet need would they heave for favoured tax 
treatment or any other Special privilege rendered by 
government? The answer to these questions seems 
evident: without Subsidy of any kind, each cooperative 
Should find its rightful place in e free economy in the 
Same way that an ordinary corporate business hés to, 

There is, and always has been, a place for 
cooperatives in a free economy. How extensive the 
cooperative form of business may become, and whet part of 
this country's total business Will be transacted by it, 
ought to depend solely upon the cooperatives' unsubsidized 
ability to serve the public economically. 

It is therefore my submission that to bring 
about tax equality for cooperatives and their ordinary 
corporate competitors the Income Tax Act should be amended 
So as (1) to require cooperatives to pey the corporation 
income tax without allowance for any deduction of 
patronage dividends and (2) to require the taxation of 
patronage dividends to the recipients in the same way 
that the dividends of ordinary corporations are taxed 
to their recipients, 

This summarizes my brief. 

THE CHAIRMAN: Thank you, Dr. Patterson; and 


thenk you for your kind remarks about this Commission, 
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Can anybody tell me anything about the health of Dr. 
Petrie? 

MR, HANSARD: The last I heard was that his 
health was very poor. I understand that certainly a 
month ago he was not able to open his mail. He is a sick 
man, I believe, 

THE CHAIRMAN: I am very sorry to hear that, 
That is a loss to this Commission also. 

MR, HANSARD: It is, indeed, a loss to all of us 

THE CHAIRMAN: Mr. Stewart has suggested to me, 
and I think he is quite right in his Suggestion, that 
these briefs do not very clearly stay within the orbit of 
economics on the one side 2nd structure on the other side. 
It is very difficult to stay in that category in an 
examination such as this. We wonder at what time Dr. 
Patterson requires to leave to catch his plane, It might 
be better to put in the other summary at the same time 
and then proceed to put the questions before you. 

MR, HANSARD: Thet might be a very good idea. 

I realize it has been difficult to separate the two 
matters, They get intermingled. My understanding is 
that Dr. Patterson's present plane committement requires 
him to leave some time around 4:00 o'clock. 

DR. PATTERSON: Yes. However, it is a small 
matter compared with the will of the Commission. 

THE CHAIRMAN: It seems to me that you are on 
all fours with me. I suspect that we are going on the 
same plane. 

DR, PATTERSON: I would like to help this 


Commission as much as I possibly can. 
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MR, HANSARD: If the members of the Commission 
Wish, we sh*71l1 proceed on these lines. I shell ask Mr. 
Gilbert to give a summary of his brief, what we have 
called the main submission, thought I do not know whether 
that is not a misnomer. 

MR, GILBERT: Me Chairman and Members of the 
Commission I share Dr. Patterson's sentiments and 
appreciation at the opportunity afforded us to appear here 
before you this morning. I respectfully present the 
following summary of our submission. 

Gis) Dr. Robert J. Patterson, who has prepared the 
economic brief, will deal with that, He has already 
given you a summary of it, 

(2) | The Equiteble Income Tax Foundation is of 
comparatively recent origin and its aims and cbjects are 
set out in Chapter 1 of our submission. As will be 
seen, and as indeed is implicit in the Foundation's 
name, its principal concern is with the problem of 
existing inequities in the Canadien tax structure, with 
particular reference to the income tax field. 

(3) The establishment of the Foundation has been 
under way for the past two years and it was granted 
Letters Patent at Ottawa, September 24, 1962, to fill a 
g2p which it was felt existed arising from the fact that 
other foundations and associations of a general nature, 
which normally speek on behalf of taxpayers and the 
business community at large, as well as individuals and 
groups representing particular segments of the community, 
might be reluctant, by reason of their membership, 


constitutional limitations or business interests, to deal 
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Maw et* 


1 


2 


adequately and on @ sufficiently broed basis with the 
subject matter of our brief. 
(4) It was obvious from the outset thet there were 
two principal areas of tax inequity and discriminstion 
which transcended all others and it was decided,in the 
interests of an effective presentation, that we should 
concentrate on these, You Wilipeaceordingiys finds thas 
our submission is mainly concerned with the problem of 
the competitive tax advantages enjoyed over their 
ordinary business rivals under the existing law by: 
(a) Cooperatives and those carrying 
on their activities under the 
cooperative guise, and 
(bo) Credit Unions (including Caisses 

Populaires, as they are called 

in Quebec), 
as well as with the effect thereof on the Canadian economy). 
(5) It has been suggested, I understand, that the 
Equitable Income Tax Foundation is some sort of a 
pressure group organized to fight the cooperative movement), 
This is entirely false. It represents no particular 
group but rather speaks on behalf of taxpayers of 211 
Segments of the economy who are interested in the 
maintenance of the competitive free enterprise system 
to which that economy is supposed to be dedicated. Indeed], 
as our submission makes quite clear, we are not opposed 
to cooperatives or credit unions or caisses populaires as 
such; our quarrel is with the particular provisions of 
the existing law which enable the now important and 


rapidly mushrooming segments of the business community 
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cooperatives and credit unions have become to secure 
preferred tax treatment and to escape payment of their 
fair share of the tax burden at the expense of tazpayers 
generally and, in particular, of their ordinary business 
competitors who must pay full taxes. 

(6 ) In Chapter II of our submission (pp. 4-9) we 
set out what we consider to be the three basic principles 
of sound taxation; namely, that it must be productive, 
impose as little hindrance as possible on the economy and 
bear equitably on ail taxpayers, due regard being had to 
ability to pay. We then emphasize the importance of 
income taxes 4S a source of revenue, pointing out that, 
next to personal income tax which accounts for some 30 
per cent of total revenues, corporate income tax is the 
largess Singie source of revenue, accounting for some 20 
per cen® of the total. JOS, “ol course, fin this lass 
mentioned field that the inequity and discrimination to 
which we allude exists. 

(7) Chapter III (pp. 9-15) contains a history of 
the evolution of cooperatives from the early simpie self- 
help days of the Rochdale pioneers down to the highly 
integrated and commercialized orge2nizations which we know 
in Canada today. No particular comment is necessary 
other than to note that, under the law as it now stands, 
with emphasis on "payment" of so-called patronage 
dividends as the means of avoiding income tax, the 
incentive for cooperatives to operate ona true agency 
basis has largely disappeared and they heave reacted 
accordingly. 


(8) In Chapter IV (pp. 15 - 24) the history of the 
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Canadian income tax laws as they have affected cooperative 
from 1917 to date is given. This history falls naturally 
into three periods, as follows: 

(a) 1917-1930, during which tax 

liability of cooperatives turned 

on whether or not income was earned; 
(b) 1930-1946, from the introduction 

to the repeal of Section 4(p), under 

which the exemption from income tax 

was accorded to organizations 

operated on a cooperative basis 

if they fell within the definition 

of the s¢eVion,..and 

(c) 1946 to date, under the legislation 

enacted in implementation of the 
Report of the McDougall Royal 
Commission on Taxation of Cooperatives, 
the basic concept of which was to 
make 211 cooperatives in receipt of 
income liable to taxation but to 
permit deduction from taxable income, 
by both cooperative and ordinary 
forms of business, of so-called 
patronage dividends "paid" to 
customers, 

The McDoug2l11l Commission, faced with numerous 
complaints of discrimination in favour of cooperatives, 
as a result of the application of Section H(p) and, 
having coneluded that cooperatives did in fact earn 


income in respect of which they ought to be taxed in the 


F ; 
——————— a meen ere 


ee 


my se andy yet SERIE tay Ue 
dapantren® anuztomeqoos te PIL taet Loh) | Teeny 
if ont Fem Om@on? Pom) w ese Sete eo | ; 
 rermubattat stony CE BRRES (ea) | 
schao (a)? trad OB te ireqes ait o8 


aot aoon! we eT oon tga sts ods dotdw if 
cnolt ae hiregse: of botrwobs aaa 
alesd aeitytaqouan @ 86 betntsqo - 
AOLTtAL Yeh exit medio La sk qemte Oe 
,fokTo9e He to 
foLTsartner ot? wae sade OP BIEL» Co) 
et? ts Ao bfaseroaotqnt nt hot oan ; 
Leyor Mimguodem ott to tog ett ie . 
-eiacienies Yo potdexaT noe molestwacd. | 
| ct ana daatle Yo Sqeaemos otesd ed, 
bs Sqteces vel aeVs Faraqooe rie even 
ee judd Gold oxadi oF aidatt sates Oe he * 
»Mioer? “hteset ws dalraeer tinge 
¥yUunihen bas writenpgese led yd 
Roll ease "bp venous ho 200% 
o? "Slag" sbeasbivid sganottrg 
eT RMeTeEVo 
pomeben Civ Reo) jet secu’ LingeoGcas edt 
“tev Ceasgeods Te tunvet af dotPenteiecetd-to etatelqaues 
bee OG)¢ worteot Te a@etwehiqge od? ts Stone sae 
atte @ou ae nso aov eT AaMyooe tnd8 bebrisace gave 


od? #f Dexes o4 5¢ ‘tye. Get foitw Io fooqees ml sapons 


“t 9s 


a . 


ANGUS, STONEHOUSE & CO. LTD. 3942 
TORONTO, ONTARIO 


same way as ordinary businesses,° sought to solve the 
difficulty by recommending the abolition of Secttion 4(p) 
and substitution of provisions for the deduction from 
taxable income of all payments in accordance with 
patronage, whether made by cooperatives or ordinary 
businesses, provided such payments were made in cash or 
its equivalent or credited in exigible form in a stated 
Short period following the year to which they related. 
Parliament, in 1946, adopted this suggestion by enacting 
what appears in the present Income Tax Act as Section 
75(1). Unfortunately, however, the essential feature 

of the scheme requiring payment in cash or its 

equivalent (i.e. actual disbursement) was lost sight of 
by the adoption of the purely arbitrary definitions of 
the word "payment" which are to be found in Section 

75 (4)(f). These netionat payment definitions completely 
negative the requirement of immediate cash payment or 
disbursement and have enabled cooperatives, which alone 
can take advantage of them, to declare so-called 
patronage dividends on an indefinitely deferred basis, 
which they calim 2s deductions from taxable income while 
indefinitely retaining the funds in question for use in 
building up their businesses to the great competitive 
Gisadvantage of their ordinary tax-paying competitors. 
Moreover, because ordinary corporate businesses do not 
have memberw with whom they do business, the payments 
were to be made to "customers". Thus, even cash 
payments made by cooperatives to their customers (who by 
and large were 218s0 members ) were the effective equivalen 


of a return to such members on capital invested in the 


wesestiots “0 eontseioion td sham aedvene Spano Teg 
we Nees Shem stpw eTytegey Adke BSDEVowy ,cemwentaud 


sbetera: yocis dobre of 229% aa? yathot io? bolteq JAA 


@oliesr re Ind KS opmoanr Iavenng nat nt enseqqa vile 
wiotic? te finemte 2e7 , teyswolt “elotsnud toa {rey 
sft ta gaits at Irsmyag saketupot onactou baad to 

| to Sate foot esa ( SoenennHerh fautor 2,2) icokay nites 
| 8c eno ltinitet yrrsvidyes “iste ot? Yo nollqods sft ed 
Uretelguos nal tint ish taeeysg | fanetion feng? .C3)(8) BF 
46 Frewyrg devo Walheomt Yo théaectypes sd2- eylsayed 
snot? dotde aspitiuagodn Seldpae sved bas Jasusetodelb 


buflet-ng ttnrook oF  niedd Yo sgaswevbe sts7 ase 


“ 


aoitoot at broad sd 6? sie Ho telw "“Trenyeq" brow ot? 
. 
| 


atead Geiss led ereliaytihal ne no sbashivib sysno10sq 
| efhiew aroeal sidered worl gael toprbeb ge wilee year dolae 
af ov 15% wofteop at sbavt’ ot! gatadeder qletinitebat 

. eviviveqacoe Duet Sado oF aseupedtend shed? qu snlht hed 
#7 LI eqace galgaq-xe7 yoinlite “Len? Yo snstasydeel® 
fon ob asdwentaud alvogsee YStimtito’ Saysesd) , teyvossGh 
eTihraryog wit ,navattudt ob Yar? noite nid tw wisdesw over 
feces nove ,eotT- | “acenoTans" a? Chan ed oF siT3# 

ue ctv) siomotevs Trees o! sxvi®exeqooe Yo ebtn etaenvag 
veleyvinps sviteolie ail ore" { erodarse oule eten sg rel 60% 


wi ol boteavnt Ieiiqre fm etadae Have oF nue 5% 


‘patioe «mL nwt etekaibe nt pedlbets to Inéfeviups es) ‘ 


Saltorns yd Acliseypue etn belqobs <o0et at Sone DI T 


u 


ANGUS, STONEHOUSE & CO. LTD. 3942 A 
TORONTO, ONTARIO 


business, On the other hand, payments made by ordinary 
corpor*tions to their customers (who were rarely if ever 
shereholders ) represented no more nor less than cash 
rebates. This again has given rise to heavy competitiv 
advantage in favour of cooperatives. These two features 
constitute the nub of the discrimination problem and are 
dealt with in the second helf of Chapter IV (pp. 20 et 
seq.). Reference is also made in this chapter to the 
provisions of Section 73 and 62 (1) and 62(1)(k) of the 
Act whereby Parliament adopted the recommendations of 

the McDougall Commission to exempt newly formed 
cooperatives from payment of income tax for the first 
three years of their existence end to continue the total 
exemption of credit unions which hed been in existence 
from che beginning 2nd was apparently not regarded at 
that time as being of commercial significance. Sections 
61 (1), 61 (1)(k), 73 and 75 of the Income Tax Act 

are reproduced for convenience as Schedule "B" to our 
submission. 

(9) Chapters V and VI (pp. 24 - 33) classify 
present day cooperatives by relation to their income tax 
status and dispose, we believe successfully, of the usual 
arguments put forward by cooperators in support of the 
proposition thet they should be accorded tax exemption 

or other special tax treatment, No particular comment 
on these chapters is required here, 

(10) Chapter VII (pp. 33 - 36) is short but nonethe- 
less important, [It deals with the subject of "patronage 
dividends" and emphasizes two main points: 
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with patronage, when made by 

a cooperative to its members, 

are just as much a return on 

capital invested as are ordinary 

corporate dividends paid to 

shareholders, and 

2 That payments in accordance with 

patronage made to customers, 

which is the only avenue open to 

ordinary joint stock companies 

who do not have members and only 

do subiness with their share- 

holders rarely and quite by 

accident, are no more nor less 

then price rebates, 
(11) In Chapter VIII (pp. 36 - 38) we draw attention 
to a difference between British and Canadian taxation 
laws affecting cooperatives, which make comparisons 
between the situations in the two countries Substantially 
meaningless at the present time. 
(12:) Chapter IX (pp. 38 - 41) gives concrete example 
of the extent of tax discrimination in favour of 
cooperatives as against ordinary corporations under the 
present law and is self-explanatory. 
(a3) Chapter X (pp. 41 - 77) reviews in detail the 
extraordinary growth of cooperatives and their business 
activities in Canada, and is sy partes by numerous 
Statistical tables annexed to the brief, to which the 
attention of the Commission is respectfully directed. 


(14) Chapter XI (pp. 77 - 86) deals with the extent 
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to which large cooperatives have been and are expanding 
and developing integrated and widely diversified 
commercial operations. Detailed factual information in 
this connection is given as to two specific examples of 
large cooperatives and their multifarious activities. 
(15) Chapter XII (pp. 87 - 88) draws attention to 
the serious loss of tax revenues which results from 

the preferred treatment accorded cooperatives, 

(16) Chapter XIII (pp. 88 - 104) deals in detail 
with credit unions and caisses populaires and their 
recent rapid growth and expanding activities. It again 
is supported by further statistical tables annexed to 
the brief. This chapter clearly demonstrates that these 
organizations, whatever may have been their simple 
origin, are now actively engaged in business for 
business! sake on a very large and rapidly expanding 
scale and that they are patently assisted in so doing by 
the exemption from income tax which they continue to 
enjoy to the great disadvantage of their tax-paying 
competitors, It may be said in this connection that 
almost all of this growth and expansion has occurred sinc 
the last war and largely since the McDougall Commission 
recommended continuance of tax exemptions for these 
organizations, under the clear misapprehension that they 
were, as they then doubtless appeared to be, merely of 

&@ local and relatively inconsequential nature, 

CLT) Chapter XIV (pp. 104 - 108) stresses the 
obvious fact that Van teeaeiene credit unions and caisses 
populaires enjoy the same benefits as their tax-paying 


competitors from the government activities which 
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necessitate the securing of income tax revenues, yet they 
contribute relatively little or nothing thereto, 
(18 ) Chapter XV (pp. 108 - 109) deals with the so- 
called "pricing-out" problem. It is only necessary to 
Say here that, while pricing-out might have been 
practical in the case of the simple early agency co- 
operative, and indeed was the essence of the cooperative 
idea, it cannot as a practical matter be employed in the 
large commercial operations in which cooperatives now 
engage. 
(19) Chapter XVI (pp. 109 - 110) deals with the 
income tax position of the recipients of so-called 
patronage dividends and concedes that in appropriate cases 
they should be afforded the same treatment as recipients 
of ordinary corporate dividends. 
The concluding Chapter XVII (p. 110) sets out 
our recommendations which are as follows: 
"1, That net profits be taxed prior 
to deduction of patronage dividends; 
29 That the privilege now granted 
new cooperatives of being excused 
from taxation during the first 
three years of their existence 
be abolished; 
ay That the exemption from taxation 
now granted credit unions and 
caisses populaires be abolished 
and that they be required to pay 
tax on their net profits prior 


to deduction of patronage 
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dividends; and 

. That patronage dividends of 

non-agency cooperatives, both 
consumer and non-consumer, be 
accorded in the hands of 
recipients the same treatment 
as the dividends paid to share- 
holders of corporations.” 

Theat is my summary of that brief, 

THE CHAIRMAN: Thenk you, indeed, Mr. Gilbert, 
That seems to be a very complete submission. 

Today we will ask our counsel, Mr. J.L. Stewart, 
to conduct the examination. We should like to do it 
ourselves and we think we would get through it much 
faster by doing it ourselves, but we do not think we would 
do quite as wouprees: ‘Fob. 

Mr, Stewart, will you proceed, please? 

MR, STEWART: Thenk you, Mr. Chairman. 
Gentlemen, before getting on to the question of taxation 
of cooperatives and credit unions, I would like to ask, 
if I may, one or two questions about this Foundation 
which Mr. Gilbert and all of you represent, 

Mr. Gilbert, have you been President of this 
Foundation since it was formed? 

MR. GILBERT: Yes, I have. 

MR, STEWART: It seems to me quite remarkable 
thet, in the space of roughly ea year, you have 
acquired a membership of 60,000, You indicate at the 
bottom of page 1 and the top of page 2 of your brief that 


these members are divided into classes. Do they 211 
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contribute to the funds of the Foundation? 

MR, GILBERT: The membership classifications 
are of "ordinary" "sustaining" or "affiliate" member. 
Individuals are enrolled as "personal" members. They 
may or may not contribute. It is not mandetory. They 
simply subscribe their support to the aims and objects 
of the Equitable Income Tax Foundation. 

MR, STEWART; Are you, Mr. Gilbert, still 
associated yourself with the Retail Merchants Association 
of Canada? 

MR GILBERT; Yes, I am. 

MR, STEWART: Is there any overlapping vs Gwe ery 
the membership of that Association and the membership of 
this? 

MR, GILBERT: There would be no overlapping. 
The Retail Merchants Association of Canade, which is 
engaged in trade association work, hes felt the impact of 
what it considers the inequitable tax situation which 
exists so severely that they in fact were among the 
original founders of the Equitable Income Tax Foundation. 
This Foundation has been organized to go into the various 
matters of taxation, by research and investigation, and 
to to deal with what it considers tax inequities and 
to make representation to various governmental bodies 
in respect of those inequities. 

MR, STEWART: But the members of the Associatio 
are not automatically members of this Foundation? 

MR, GILBERT: The members of the Association, 
by affiliation, are counted into the membership of the 


Foundation, as are other affiliated members. 
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MR, STEWART: So that’a substantial number of 
this 60,000 would also be members, for example, of the 
the Retails Merchants Association? 

MR, GILBERT: That is right, through their 
affiliation with the Foundation. 

MR, STEWART: Now, if I might turn, first of 
all, to the general question of taxation of cooperatives, 
I would like to start, if I may, by trying to establish 
the general background of the taxation treatment of 
cooperatives, 

1 refer in the first instance to page 9 of the 
Foundation's brief. You say at the end of Section II on 
that page, that you wish to emphasize "that the Foundatio 
has no quarrel with cooperatives as such, nor does it 
dispute their right to carry on businesses and distribute 
their profits in any manner they choose." You indicate 
that what you are concerned with is "to see removed the 
tax discrimination cooperatives presently enjoy". 

If I may turn now to Dr. Patterson's brief, 
he makes a somewhat similar point on page 19 in paragraph 
pad gs He indicates that there is no objection to the 
cooperatives themselves and he says that "cooperatives 
have just as rightful a place in the free enterprise 
system as ordinery corporations, partnerships and 
individual proprietorships." Indeed, you make the 
same point in the Foundation's preliminary statement 
here this morning. 

I take it we are agreed that you have no 
quarrel with cooperatives as such. 


MR, GILBERT: We would like to emphasize that 
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point, 

MR, STEWART; I imagine that by this time you 
are familiar with some of the briefs which were filed 
with this Commission last week, on behalf of various 
cooperative organizations. I would like this morning 
to refer on a number of occasions to a Joint Brief which 
was filed by the Cooperative Union of Canada and Le 
Conseil Canadien de la Cooperation. May I assume that 
you have some knowledge of that Joint Brief? 

MR, GILBERT: I was present at the hearings, 
but I have not had an opportunity of studying the brief. 

MR, STEWART: In those circumstances, I will 
refer to the portions of the brief that I would like to 
get your comments on. 

What I am attempting to do at the moment is to 
determine in a general way what it is that these 
cooperatives do, what role they perform in our economy. 
For convenience this morning, I will refer to that brief 
of the Cooperative Union of Canada as the "Joint Brief". 

@n page. 20.0of the Joint Brief, there is a 
paragraph, No. 40, which reads as follows: 

"HO, Cooperatives promote 

economic efficiency by minimizing 

costs for both producers and 

consumers, by raising the returns 

paid to the former and lowering 

the price paid by the latter, 

But cooperatives can claim to have 

conferred other benefits on their 


members and the communities in which 
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they operate, Members may help 
themselves as well as the cooperative 
by the performance of volunteer 
unpaid work. Notable examples exist 
of poor communities which were 
transformed and revitalized both 
economically and socially by the 
introduction of cooperatives, There 
are concepts of mutual self-help, 


community betterment and democratic 


involvement inherent in the cooperative 
philosophy which distinguish it 
from ordinary business. The 
supplementary briefs ---" 
and I interject to make the point that these were briefs 
filed at the same time by other cooperative associations-=-+- 
"The supplementary briefs will 
provide illustrations of this 
aspect of the cooperative activity. 
In response to a questionnaire sent 
by the CUC to a representative 
nunber of Canadian cooperatives, 
many replies indicated this to be 
a most important result of 
cooperative activities, Typical 
was the answer of one cooperation ---" 
and then there is a quotation --- 
"tBefore the cooperative was 


organized the community was a 


depressed area, Today people look 
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forward with courage, knowing 

that together they can solve 

any problem.'!", 

Before I ask you to comment on that, and at 
the risk of going on at undue length, I should like to 
point out that there are two places in your brief, that 
is, the Foundation brief, where you refer to the 
encouragement which has been given by government to 
cooperatives. One reference’ is at page 52. At the 
bottom of that page you suggest that the tax benefits 
which were granted to cooperatives in the early stages 
of income tax "really represented more of a gesture of 
moral encouragement on the part of government rather 
than the creation of an economic advantage," 

At the top of page 14, you say that "the 
federal ebternaent and a number of the governments of 
the provinces give encouragement to the establishment 
and operation of cooperatives, in some instances setting 
up special departments of cooperation (as in Saskatchewan])." 

The Joint Brief touched upon a somewhat 
Similar point, On page 15, in paragraph 23, they say: 

"23, For many years public 

policy in Canada hes recognized 

the value of cooperative activity. 

This recognition has been reflected 

in various types of encouragement 

offered by both federal and 

provincial governments for cooperative 

development. Special government 


agencies have been established to 
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assist this development, and 

assistance of different kinds has 

been given to cooperatives 

especially in their initial years. 

The aim has not been to support 

the growth of cooperatives as 

such, but rather to help people 

-- mainly farmers and fishermen -- 

to raise their incomes and improve 

their standards of living, to 

encourage self-help and voluntary 

action in order to improve economic 

conditions." 

1 réalize that to give you four quotations in 
a row perhaps makes comment a littie difficult. Basicall 
the suggestion in those quotations seems to be that this 
is a form of organization which is socially desirable 
and which deserves and has in fact received the support 
of governments in this country. 

I wonder if you would care to comment on that, 

MR, GILBERT: I think my answer can be quite 
brief, having regard to the length of the statements 
you have quoted, 

We in our organization in our submission have 
made reference to the various forms that government 
asSistance to the cooperative movement may take, The 
only form of assistance of this nature that we challenge 
is the special tax concession which is granted to 
businesses organized as cooperatives. 


The subject of our brief -- and I believe I am 
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waemet® 


1| right in saying that the concern of the Commission -- is 
2) not a discussion of the virtues or otherwise of the 

3] cooperative form of business, It is the discussion of 

4| taxation methods, 

5 To return to the first reference that you made, 


6| I suggest that there is littie ground, if any, for 


7|| cooperatives to lay claim to greater efficiency in the 

8] conduct of their business, just so long as they remain 

9] under a tax shelter, I may comment further, and I 

10| think this might be pertinent. As a result of 1952 

11| amendments to the Act, Canadian Crown Corporations were 
12] rendered fully taxable at corporate rates, Generally 

13| speaking, the Crown Corporations that are taxable are 

14]| those that are in what might be called the business 

15] area. They include Trans-Canada Airlines, Polymer 

16|| Corporation Limited, Bidorado Mining and Refining (1954) 
17] Limited, etc, Presumably one could make a case for not 
18) taxing Crown Corporations on the grounds that their 

19] income belongs to the people anyway so why bother taxing 
ZO 1%, 

21 One of the major reasons for requiring Crown 
22|| Corporations to pay income tax was presumably to allow 
23|/ an accurate assessment of their operations relative 

to other business operations. If Crown Corporations were 
not taxed to the same extent as other businesses in 
Similar lines of endeavour, it would be virtually 
impossible to determine their relative success or lack 
thereof. Given the imposition of tax on the earnings 


of Crown Corporations, it is possible to determine their 


relative success or lack thereof. Given the imposition 


— 


. aan { eal ted * Aa i ; 
sow a eemenpt et . ‘oF omits ov 
~ aS ge 2h fram ay 9 seats jad? tnoagew ¥ | 
of? at yonstort te watnoy 4? minal at, of sevisureqsod LY 
etemet you? 2s gaol ot Taut, ry stoi? Io Copbago | 
I dae. , OMI? sasags yo Tt a Met £oete xs? s “ebay. 


- 
a 


SOI Ye tluses o 5A ~Taeatt req iad dete ald? Nata? 
S28w armmitniog*e>? sword eatbaaad tok = 0? einsrhneme : 
ULinteneD etn etemgueo te sisaxes xen hotebeoes 
655 @idaxe? ovo tarl3 Snot TayOqTAD won ia .pubdseqa - | 
euenteud #42 be{iso od tanh are of ote dads sont | 
THYlO. gRAAliatA pasa inirn x <-he! perk weet .82%8 
(PRI) Satetten bas antalt ohawobi \beuint fold 2 tag tod 
‘Ton 1 e6¢se 2. eon bios oan yldeatinont ,off ,betrIeiy 
aied? Ind? shicworw o7 hp @ftos? atog tot) mwosD salxe? 
SuLKS? toitnd yin - wamgnn’ aiqoeg, seis of cane te-apkelll 
| | ~ ot) 

itword entskupe’s le | GIO ews = ei? Yo sh 
aolte of vidsmueosd uew £a2 weoont ysq oF a 198709100 
evizriet anoltateqa ‘teed ta Sdewenauas siesygoon ms 
oyUK asindaal owat) TY atelteveqo esoatend tedlo of 
ett, ssasontoud secdio “es VYoetze omes 347 oF Bexsd Fon | 


Vil seduaty af blwow tf .wwovaebae to aeontl tailete 


Hoel Io OGeogue svitaiet sled? suiseteled oF sldiasoqgmt 


apotats>s oft no xe? lo noltseoger end? nevip— .lcerad? as 


tiaid oalwveleD oD efdiaeeq at Mf ennttaroq200 nKetD Seq 


eolltesam! @@% asviD «to soteri?. teal 6 G@eocootre evidat 


‘Waeau.y t 


“amet 


1 


2 


3 


-~ . 
ANGUS, STONEHOUSE & CO. LTD. ; 3954 
TORONTO, ONTARIO 


of tax on the earnings of Crown Corporations, it is 
possible to determine the extent of public contribution 
to them if they are not profitable in all years and 
thereby to assess effectively the cost of the application 
of public policy through their operations, If the Crown 
Corporations were not taxed, it is wholly probable that 
a major public subsidy to them could occur without full 
knowledge and thereby hide the cost of public subsidy. 
If sound public policy demands that the government 
undertake to subsidize some activity the cost of this 
Subsidy should be known, 

Should it be necessary, as a matter of public 
policy, to subsidize cooperatives in order to have that 
form of business ownership, then public policy would 
provide the necessary subsidy to ensure their existence, 
If the subsidy is hidden in an income tax advantage 
such as is now enjoyed by cooperatives there is virtually 
no method of determining the cost to society of the 
Subsidy. Nor is there any method of determining the 
relative efficiency -- that is the point I am making -- 
of the cooperative form of doing business, just so long 
as a tax shelter remains. 

If the tax regulations regarding deduction of 
patronage refunds are not changed, it follows that public 
policy not only requires thet ccoperative business 
activity be subsidized but also that this subsidy be 
obscured in such a way as to make any precise 
determination of its amount impossible. 

MR, STEWART: Then, does it come down to this, 


leaving aside Crown Corporations and dealing solely with 
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cooperatives, that your submission is that, to the extent 
that cooperatives or anyone else are carrying on business 
activity for gain, they should be taxed according to the 
ordinary rules and that this Commission, or any 
government which is considering this particular problem 
Should, if it is of the opinion that this particular 

type of business organization is socially desirable or 
that it does to some extent perform a useful social 
function, this type of organization should be treated 

in a special way, not through tax concessions but through 
some other form of subsidy or relief. Is that what you 
are putting to us? 

MR, GILBERT: Mr. Stewart, would you rephrase 
that question. 

MR, STEWART; I think I would rather have the 
reporter read it pack. 

(The Reporter read the paragraph). 

MR, GILBERT: Mr. Stewart, I would say that as 
a preamble to my remarks, that this discussion to my 
understanding is not concerned with the social aspects 
involved. My remarks were simply to the effect that 
cooperatives should be taxed according to the ordinary 
rules, and until this occurs it is impossible to measure 
the degree of their efficiency or inefficiency under 
the present tax law. 

MR, STEWART: Are you suggesting that when you 
are formulating tax policy you do not take social 
considerations into account? 

MR, GILBERT: I am not suggesting that to the 
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MR, HANSARD: Are you going on to some thing 
else now? Dr. Patterson would like to contribute to that 
discussion, 

MR, STEWART: I hope he will. Iam just asking 
these questions and when I ask them, I assume that any 
one of you three gentlemen will reply as yourvsee fit. 

DR, PATTERSON: May I say, Mr. Stewart, that 
this question you have asked is a tremendously large 
Question with fundamental implications. Although we were 
not expecting a question of this kind, it bears on so 
many points at issue that if I could go down the Line, 
as I will try to do quickly, and anelyze the question 
and make some comments, at least suggest in terms of 
what we have submitted in the brief, the answers to those 
assertions of the cooperatives, I would like to do that, 

MR, STEWART: Please do. 

DR. PATTERSON: If I may start at this point, 
it seems to me that there are probably four parts to 
your question, at least for purposes of responding to 
iS quickly, in this way. The first part involves three 
things that were mentioned, first the cooperatives 
Claim that they particularly promote efficiency. I 
Suppose you mean business efficiency, and they claim 
that they minimize costs, presumably to their members; 
and that they lower prices, presumably to their members. 
That all can be taken as one whole thing by itself, in 
terms of more efficient business operation, which has 
those effects. Lower costs mean lower prices, in fact, 
whether they are cooperatives or ordinary business 


corporations. 
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There is a temptation to set up limits and 
say that lower costs and prices are due to tax Savings. 
The cooperetives have present tax Savings. I merely 
Suggest now, and I hope to return to it, as it is an 
important question, following those assertions, how is 
it that a cooperative organization can be more efficient 
than, let us say, a comparable ordinary corporation? 


What makes it more efficient? Let us bear in mind that 


any business organization uses four factors of production 
in varying proportions -- land, labour, capital and 
management -- and that the application of this is done 
through the greater or lesser skill of the management, 

Management has a very important bearing on the 
efficiency of operation, although it is not the oniy 
influence that leads to relative success or failure of 
an operation. There are market circumstances and 
other things which mey do so also. However, 
menegement is always there in the picture, taking the 
best opportunities that it can to maximize the earnings 
of the business entity, whether it is a cooperative or 
an ordinary corporation or a partnership or an individual 
proprietorship. 

This endeavour to make the very best use of 
the capital and labour and other factors that are there 
and that represent costs, is a continual challenge. 

How is it thet a cooperative can use these any more 
effectively or better than individual businesses, which 
are usually struggling either to progress or to save 
themselves from regression or even bankruptcy? They 


are brought in in thet way just as much as the 
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cooperatives are, 

Therefore, this question of efficiency seems 
Co suggest an almost magicel property in the fact of 
cooperative organization. Jt is to be challenged, it 
seems to me, that thet semimystical thing, in addition 
to the four factors of production used by management, 
existed, 

Granted that this cooperative membership tends 
to be loyal, the degree of the loyalty, of course varies 
from one cooperative to another, In some there is 
far more indifference in loyalty, while in others there 
is a great deal. Just how far that loyalty would go, 
if the cooperative were sufficiently inefficient to 
lead to higher prices, higher net costs to its member 
patrons, just where that loyalty would break down must 
vary with the individual and his devotion to the 
cooperative concept, 

I suggest thet for most cooperative members, 
there would be a limit to 4t. 

Granted this enthusiasism on the part of some 
members of cooperatives, and noting, too, that voluntary 
services are sometimes contributed free to cooperatives, 
I should think, especially in the case of small 
cooperatives in small localities, that takes on the 
nature of 2 social participation. The cooperative 
gets the services of an individual, probably part time, 
for nothing. 2% 195 1n euney a elf 0 Co 40. Tn 3 
certain way, you could cali it a subsidy. It is 
certainly not an objectionable one; it is perhaps part 


of the community life. 
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However, the cost is there, in this contributio 
of the indivuduel, in that he is willing to forego spend- 
ing that time doing something else that would be almost 
as satisfying to him as what he prefers to do, namely, 
to help out the cooperative, at the counter or whatever 
it may be, There is a hidden kind of cost in this 
contribution, something comparable to the cost to you 
when you contribute $100.00 to the Salvation Army. You 
have chosen that beceuse that is whet you want to do, 
but you are giving up whatever else you might have done 
with that $100.00. In other words, the cost is there, 
It is on a par with the contributor in that regard, but 
itis hidden. 

Cooperatives of course enjoy this large saving 
in taxes, which gives them larger capital, larger 
reserves than they woud otherwise have if they were not 
Subject to the tax, This surely enters into the cost 
of their operations also. 

In regard to these four points I am speaking 
on, the next three I have touched on, the voluntary 
workers on a committee, the community transform and 
revitalization. 

Thia’ “is “anothervaspect™or the’ scecial “side*or 
cooperation and I do not question that this does occur 
in some places at times and at some times perhaps to a 
marked extent. However, most communities manage to 
take care of this through their community governments, 
through their local tax systems and through the 
democratic process where usually it is the preference of 


a body of voters to decide for themselves how the 
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1] community will be improved, rather than let some business 
2) organization with 2 social outlook do this for them. 

3] Probably in these communities that is the preference of 

4| the people -- and I do not mean to criticize that in any 
5] way. At the same time, we all know that parallel with 

6] this, many ordinary corporations give close attention 


7) to community problems and make contributions and in many 


8] ways attempt to foster the well being of the communities. 
9] They should have credit for that, 

10 The point about mutual self help is of course 
11/ reflected in these two other points, of community 

12] transformation and voluntary workers. But this puts a 
13] cooperative, as far as social personal relationships go, 
14]| into a class with those things which weigh heavily in the 
15] cooperative, things like fraternal organizations and 

16|| churches and Hodges snd other community groups. If these 
17|| are things that the cooperating members want, they should 
18] have and they should take credit for such matters when 

19|| they are well organized and achieve pleasures and 

20| satisfaction for the members. But those are incidental 
21 rewards to the transaction of business by the cooperatives|, 
22|| because what we are discussing here today is a certain 

23|| kind of cooperative, namely one that transacts business. 
14 I will come back to that shortly again, in trying to 

25|| make a little clearer what we mean by the word 

26| "cooperative" when we are speaking of it in connection 

27|| with the taxation of business entities, 

28 This word "cooperative" and the words related 
29] to it, such as "cooperate", "cooperating", and 


"sooperator"™ -- a common noun. This applies not just 
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to a certain kind of business organization that is 
treated in the tax laws, but to many kinds of human 
activity that have little or nothing to do with business 
or at least only indirectly, 

You have organizations such as I spoke of, 
churches and fraternal organizations, where cooperation 
is plainly evident and is an essential part of their 
existence, 

You have, more often in rural areas, such thing 
as barn raising, husking bees, though they are a little 
old fashioned now. Those things were cooperative 
erLor ss . In a way, they were a cocperative 
performance, but it is not as if the business entity 
were set up to carry on those activities. 

This word "cooperative" is a little troublesome 
end it seems to me that it is partly at the root of 
the problem in studying the taxation and tax exemption 
of cooperatives, because it leads to confusion and it 
tends to give credit to business organizations for 
something more in terms of social equality than most 
of them really have. 

I would like to read to you here a little bit 
on this subject of terminology, relating to the word 
"cooperative", if I may. It will not take very long. 
L% 28: thise 

"The term ‘cooperative! is itself 

ambiguous. As one student of the 

subject has pointed out, the word 

cooperative suffers from having 


two meanings. ins one sense it is 
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as vague as ‘working together ', 
or even, in modern usage lready 
to help.'! an Cie: other citets 
the precise, in many countries 
the legel definition of a 
perticular kind of business 
organization. (Margaret Digby, 
The World Cooperative Movement, 
Pets 

Some writers, in discussing 
the cooperatives, dwell upon the 
general nature of human cooperation 
in many areas of life, intending to 
Show the extension of 2 common 
tendency to one particuler form of 
business organization. This view 
confuses the formal, organizational 
nature of the owner-patron cooperative 
business association with such 
Sporadic occurrences -- partly 
Sociable in their nature -- as barn 
raisings, logrolling, quilting parties, 
and husking bees, as well as other 
expressions of neighborly aid of a 
Quid pro quo sort, 

One need nardly comment thet 
cooperation has alweys occurred 
among people in most phases of their 
living, that it is not solely economic, 


and that where it finds formal 
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organization it is not necessarily 
based upon an identity of ownership 
and patronage. In our society the 
family is the primary cooperative 
unit, but church, lodge, school, 


professional ssociation, and the 


like, are also, in their ways, 
cooperatives, 

The term 'cooperative!, although 
convenient and expressive when applied 
to a business organization, is used 
arbitrarily. Few would claim that 
cooperation can be found only in 
those firms which are formally 
designated as 'cooperatives!'. In 
fact, oven form of business involves 
cooperation for mutual advantage. 

The stockholders in an ordinary 
corporation have joined together 

to effect the production of goods 
and services, thereby to obtain a 
reward for their efforts and capital, 
The individual proprietor of a 
business enlists the cooperation of 
employees, Suppliers, and lenders 

in his effort to meet the wants of 
others and gain a return for himself. 

Employment of the term 
'cooperative' as though it were 


applicable only to the activities of 
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a particular kind cf business 

association is, of course, merely 

a matter of word usage. The pre- 

emption of it in this way should 

not obscure the fact that our 

highly efficient, industrialized 

economy has become what it is -- 

in terms of productive power and 

wealth -- through a minute division 

of labour, elaborate specialization, 

and the cohering force of a 

voluntary association of the agents 

of production, regardless of the 

business form," 

MR, STEWART: Could you tell us what you were 
reading from? | 

DR, PATTERSON: This is a book entitled 
"The Tax Exemption of Cooperatives", I wrote it about 
eight years ago. It was first published in 1958 and 
this edition is 1961. The quotation is from pages 
PiVand «L2. 

MR, STEWART: Thank you. 

DR, PATTERSON: May I enter the book? 

THE CHAIRMAN: We would be glad to have it, 
but I do not think we should seek it now. 

MR, STEWART: I am sure we have it in the 
Commission library. It is a recognized authority on 
the subject. 

DR. PATTERSON: I thought that comment would 


be helpful in coming to answer this question of what we 
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are dealing with when we talk about cooperatives, The 
point which seems to important to make is that regardles 
of loyalties and inducements that are sometimes involved, 
they are business organizations and they are using the 
factors of production just as any other business, to 

make as much as they possibly can for their own members, 
They are separate business entities just as ordinary 
corporations are, 

MR, STEWART: Thank you very much. 

It was suggested in the Joint Brief last week 
that to a very large extent in this country, and in fact 
much more than in most other countries, cooperative 
activity has been connected with agriculture and to a 
lesser extent with fishing. Would you care to comment 
on that proposition, which I take from page 14 of the 
Joivt Beiel. | 

MR, HANSARD: There is a little confusion. 

Were you speaking of our brief? 

MR, STEWART: I am speaking of the Joint Brief 
that was filed last week by the Cooperative Union of 
Canada, 

THE CHAIRMAN: We use the term "Joint Brief", 
I think we ought to tell you that that terms is in 
Quotation marks in my mind. 

MR, GILBERT: 2 have lost the point. 

MR, STEWART: I thought I indicated earlier 
that I would refer to this brief, which was put in by 
the two organizations, as the "Joint Brief". They 
suggest, at page 14, in paragraph 22, that cooperative 


activity in this country to a greater extent than in 
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1] most other countries at any rete has been connected with 

2) agriculture and to a lesser extent with fishing. 

3 MR. GILBERT: Mr. Stewart, cooperatives may have 
4| started in this way but today they enter into virtually 

5] every line of business, marketing and purchasing, what 

6 we refer to as merchandising cooperatives, fishing 


7 cooperatives, manufacturing and processing. They are 


8| competitors in most of our distributive enterprises today 
9| and also in some forms of manufacturing. 

10 MR, STEWART: When you say they are competitive 
11|| in most forms of business activity, are they concentrated 
12 in the field of the primary producers, that is, whether 
13|| they are marketing or consumer cooperatives do they deal 
14| primarily with farmers and fishermen? 

15 MR, GILBERT: They have been concentrated 

16|| traditionally in marketing, but I believe our brief has 
17|| made it very clear that their merchandising activities 

18|| are growing mach more rapidly than the marketing activitie 
19|| have grown at any time through their history. In post- 
20|| war years their merchandising activities have multiplied 
21|| more than seventeen times, so that while their business 
22/| in the past has possibly been in the marketing area, we 
foresee that they will not only -- 211 things being 

equal and tax advantages continuing -- they will not only 
continue to operate successfully end increase their 
volume of business in marketing of all forms but they, 

at their present rate of growth in the merchandising 
field foresee that merchandising may ultimately and very 
quickly become the major type of activity, producing 


greater volume than the marketing business, 
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MR, STEWART: Then do you suggest that if in the 
past as they have been connected primarily with agricultur 
and fishing, they may well grow beyond those particular 
spheres and become active in 211 branches of our economic 
population? 

MR, GILBERT: They have grown and they will 
continue to grow, We feel that they are going to 
continue to grow and continue their expansion into all 
these fields: 


There have been statements, as you know, made 


by cooperative spokesmen. They make forescasts -- and 
I think very accurate forescasts. 

I would like, if I may, to read into the 
record. some of these forecasts. 

The first quotation is from Mr. Martin J. 
Legere, President of He zonsei) Canadienmds ia 
Co-operation addressing the Annual Meeting of the 
Cooperative Fire and Cesualty Company end Cooperative 
Life Insurance Company, reported by the Western Producer, 
March 14, of this year: 

"within 25 years Credit Unions 

Should heave six miliion members and 

own assets of from $8 to $10 billion; 

Producer Cooperatives should double 

their business to $4 billion; 

Consumer Cooperatives should boost 

their volume to $2 billion annually; 

a growth from two per cent to 25 per 

cent as the cooperatives' share of 


the nation's total oil business." 
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In a submission of the Cooperative Union of 
Canada to the Royal Commission on Price Spreads of 
Food Products held in Ottawa, November 18, 1958. This 
has been reprinted as "The Case for Cooperatives" 1959 
and this is from page 10: 

"Our contention is that the 

whole system of food distribution 

should be owned by producers and 

consumers cooperatively. We look 

to the day when producers and 

consumers will meet and establish 

prices through their cooperatives 

and thus eliminate the middleman 

altogether in the distributive 

chain". 

Mr. H.L. Fowler Present President of the 
Interprovincial Cooperatives, reported by the Western 
Producer, November 1, 1962, said: 

"Cooperatives hope to acquire 

25 to 35.per cent of ‘the, total 

business of providing goods used 

by humans' within the next twenty 

years." 

I believe these statements made by responsible 
officials of the cooperative organization must be 
recognized as a great determination not only to maintain 
but to increase rapidly their share of business volume 
in all of the fields in which they are operating. 

MR, STEWART: I will come back, Mr. Gilbert, 


to this question of growth, In the Joint Brief filed 
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last week we were given a somewhat different impression 
and I would like at a later stage to put these proposition 
to you. | 

Let me ask you now for comments on the question 
efeclassitication-ef cooperatives by size. Table 3 ef 
this brief which was filed last week is a classification 
of cooperatives in Canada according to size of membership 
in 1961. They indicate there that there were then a 
total of 3,321 cooperative associations in Canada, but 
thise breakdown by size related only to 2,928 of them. 

Do I take it that you have 2 copy of this before you? 

MR, GILBERT: WNo, we have not. 

MR, STEWART: Let me ask you to accept this, 
that of the 2,928 that are classified according to 
size, approximately 60 per cent are said to have under 
200 members; another 34 per cent are said to have 
memberships between 200 and 1,000; and the remaining 
6 per cent have memberships in excess of 1,000. 

The source of the table is said to be the 
directory of cooperative associations in Canada, issued 
by the Economic Division of the Canada Department of 
Agriculture. 

Would you anticipate thst as large a proportion 
as 60 per cent would have memberships of less than 
200? 

MR, GILBERT: If this is reported from the 
Economics Division of the Department of Agriculture 
Ottawa we would not challenge the statement. In fact, 

I think the figures that you quoted make for very 


interesting statistics. 
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MR, STEWART: The next table in the Joint Brief, 
Table 4, comes from the same source, [It purports to 
classify cooperatives in Canada in 1961 sccording to 
dollar volume of business. Out of the 3,321 they have 
the necessary material, I take it, with regard to 2,688. 
Of that 2,688, if my mathematics are correct, 874 per cent 
have sales of less than $500,000.00 per annum and the 
remaining 124 per cent would have seles of $500,000.00 
or more. Again, from what you have said about Table 
3, I take it that you would be disposed to accept that 
breakdown? 

MR. GILBERT: Yes. 

MR, STEWART: Now when we come to this question 
of dollar volume of sales of cooperatives, I would like 
to confirm with you, if I can, what we are dealing with. 
in the ease of the producer or marketing cooperative, I 
take it that the dollar volume of sales relates to the 


selling price received by the cooperative itself. 
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MR, GILBERT: This is a:question,  i8.1t? 

MR, STEWART: Yes. 

MR, GILBERT: Yes, we agree, 

MR, STEWART: And in the case of a consumer 
cooperative, whenyou are considering the dollar volume 
of sales, again you take the gross proceeds to the 
cooperative of what it is selling? 

MR, GILBERT: Yes, 

MR, STEWART: When we are concerned here, Mr. 
Gilbert, or gentlemen, with the taxation position of 
cooperatives, and have to determine what the magnitude 
of the problem is, I take it that we are concerned 
basically with the spread which the cooperative realizes 
in its activities. In other words, if you take a 
producing cooperative, you are concerned, and let us 
assume for the moment that this producing cooperative 
buys from its patrons and resells, we are 
concerned essentially with the difference between its 
cost and its sale. price, and in the case of the 
consumer cooperative again we are concerned as regards 
this taxation problem that you have raised, with the 
spread between its cost and its selling price? Are 
these what we are concerned with? 

MR. GILBERT: I Seite Tet sir, these are some 
of the things that we are concerned with, but there are 
other considerations here too. 

MR, STEWART: Excuse me, Mr. Gilbert. I am 
quite prepared to have you mention other considerations, 


but may I just interject this: Dollar-wise, are these 


Spreads the maximum amount that we can be concerned with? 
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MR.GILBERT: Provided that is all they do. 

MR, STEWART: I am talking only about their 
purchasing and reselling activities. Now, if I may just 
go along that line for a moment before you resume, the 
profit, if there is a profit from the operations of these 
cooperatives, will ordinarily be less than the whole of 
that spread? 

MR. GILBERT: I don't quite follow your 
assumption here when you refer to profit as being less 
than the whole of the spread, 

MR, STEWART: Just let me give you --- 

MR, GILBERT: -Do I understand your question or 
your statement ie say that it is less than the spread on 
account of the operating expenses? 

MR. STEWART: Yes. 

MR. GILBERT: Yes, 

MR, STEWART: So that when we are considering 
dollar volume of sales of cooperatives, and we find 873% 
of those cooperatives have sales of less than $500,000.00 
the problem that concerns you is a very small fraction 
in each case of the $500,000.00. 

MR, GILBERT: The problem that concerns us is 
the total volume of business being transacted by 
cooperatives which is one and a half billion dollars a 
year. 

MR, STEWART: Let us take cooperative X which 
has a volume of sales of $500,000.00 a year. Let me put 
a hypothetical case to you. This cooperative is a 
marketing cooperative. It purchases produce from 


its members for $450,000.00. It sedls that produce for 
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$500,000.00 so that it has a gross spread of $50,000.00. 
It has expenses of, let us say arbitrarily, $25,000.00, 
so that it has a margin of $25,000.00 which I take it 
or I put it to you, is the amount that we are concerned 
about. It is the treatment of the $25,000.00 for tax 
purposes on that simple example that concerns you? 

MR. GILBERT: On the figures you have quoted, 
Mr, Stewart, we wind up with a net margin on.épérations 
of. $255,000. 00. - 

MR, STEWART: Yes. 

MR. GILBERT: This may or may not be 
all that we are concerned with as there are other items 
of revenue in this operation such as investment income 
or investment earnings, and these are added customarily 
to the net margin, arriving at the net profit figure for 
the year. 

MR, STEWART: Are those the other considerations 
you were going to raise a few minutes ago and which I 
asked you to defer? 

MR, GILBERT: Those are only part. 

MR, STEWART: Warld you tell us what the others 
are now? 

MR. GILBERT: We were going to make a reserva- 
tion on accepting some of your proposition in the event 
that your final line of questioning took a different 
turn, We were holding ourselves ready to point out to 
the Commission that other processes can occur in the 
Operation of a producer cooperative such as processing 
and handling of goods and this type of thing, and this 


is the reservation we were holding. 
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In the final analysis I believe that your 


question came to the conclusion that I have answered. 

MR, STEWART: All right. Now, on that hypothe- 
tical case that I put to you, the spread with which we 
are concerned is 5% of the sales volume of that particula 
cooperative? 

MR. GILBERT: That is right, according to my 
figures, 

MR, STEWART: Those are my figures too. What 
I really meant to bring out is that whether it is 5% or 
some greater or smaller percentage, the spread with which 
you are concerned, apart from these questions of invest- 
ment income and so on, is going to be a comparatively 
small fraction of the total volume of sales of the 
cooperatives? 

MR, GILBERT: It is not a small fraction of 
total volume of sales. I would say this is the average 
net profit of general trading organizations in Canada. 

MR, STEWART: What is? 

MR, GILBERT: The 5%, 

MR, STEWART: Then I happen to have hit on a 
fairly accurate percentage? 

MR. GILBERT: Very accurate. 

MR, STEWART: Well then, on that basis if we 
take the total dollar volume of saiss of cooperatives at 
the present time at approximately one thousand, four 
hundred million dollars, the spread with which you are 
concerned would be approximately --- well, I was going 
to say would be approximately 5% of that, but I think I 


Will withdraw that, because we have no means of knowing 


ae ie 


a 
7 

i J sapien tania aa dorid oesg Leokt 
| Seas mabueaniciaaatht 6s hemteoaod.9ns : 
| oy an + = aaa ravtdereqooo 
— prtbicons «tise at Jam “arta | 
? : ; Of au os SetHuglt 
Sgt .o0d seuialt yo ats enon qPRANET yilt is 
to SF al 1) voters tet? ob Iwo gabwd od dneom yliaes Zz 


Motrin tigty besige 2c Logeineoteg tellawa 19 qedeery ems 
Ldeevat Yo anotsasny eeert mod ange qboarson00 645) Hox | 
| ylegisersqnas ¢ ad ot gotog et-qao on bas smopnt Jhon 
| edt to sefes to smatov Letod wort: to motdoeth: iam 
| | oo) Reowdd emeqoon 
) Yo motdowst Ileana = dan:et at | :THSAIIO , AM 
| euetever ond at. eirid yee Ditow I aetna Yo enutov Isvoe 
. wargeS OL toelsestaggue gutbeuw Levensg To, 3£to2q ead 
| tet dodW «2 TRAWETE AM 9 & 
| | ) Re onr SngapLIE #2 
em dit eved oF negqqed % ned? “tHaWETe sm 
?duetnectey eJazusoos, yletet 
| uligtieen vray STH) eM 
| OW Lf stent ged no. madd Lew oe RRANBTE. GM 
| Je RovEdersgons Yo setae TW atofey wellob fated edd psied 
| TH. , bisrenord: S00 yedamtxzorwqgqds to sats onpesig oi.) 
¥ wh @OY Habiw Hole Mae eA yesetiod mobi iti beshman 
gnteS*naw < .tisw --- \Lodemtzougae oo! Diwow bewtesqe5 
t dachte I dud. ret to ehemtxorggs of Hlvow ¢ee ov 
sotwowNd to ecttem on eves ew engedhd . cid monbtsdu. . { 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO So 


I suppose, what the percentage is, and in addition, the 


matter is complicated by these other considerations that 
you mentioned, 

MR, GILBERT: On the question that we are 
discussing about this 5%, Mr. Patterson may interject a 
comment here to indicate the accuracy of what you are 
speaking of. . 

DR, PATTERSON: These are not figures I worked 
up myself. They were done in Mr, Gilbert's office. Their 
source is the Department of National Revenue, Taxation 
Statistics, 1962, The latest year is 1960, and it shows 
Canadian corporations that were reporting in their tax 
returns had out of every dollar of gross sales or revenue 
left as profits before taxes for 1960, 4.7%. In round 
figures about 5%. | 

MR, STEWART: Did you mention the year? 

DR. PATTERSON: 1960. That is the Sateat year 
available in this document, 

MR, STEWART: Would you anticipate the profits 
from the marketing and merchandising operations that 
these cooperatives are basically engaged in would be 
typical of the profits of industry as a whole? 

DR, PATTERSON: It is really hard to say, but 
for practical purposes of discussion, I believe it is 
useful to assume if investigation is made it would 
probably show some variation. 

THE CHAIRMAN: Mr. Stewart, would this be a 
convenient time to break now? I would like to have this 
example of yours explored more fully. 


MR, STEWART: Yes, of course, sir, 
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---Short Recess, 


THE CHAIRMAN: Would you resume, Mr. Stewart. 

MR, STEWART: Thank you, Mr. Chairman. Now, 
gentlemen, I was dealing basically with the fact that 
some 60% of the cooperatives in Canada appear from this 
table to have less than 200 members and that 873% of them 
have sales of less than $500,000.00 per annum. 

Then we got onto this question of margins and 
what proportion of sales the gross margins may be and I 
think I might refer to a figure which Dr. Patterson gave 
us in his introductory statement and which also appears 
on page 65 of his brief, which is a figure of $25,000,000,)/00, 
which he suggests is a seen tares estimate of the tax 

ue 
revenue lost in Canada/to the tax privilege accorded 
cooperatives, 

Now, Dr. Patterson, I realize that you stress 
that this is not an accurate figure, but you obviously 
consider it to be a reasonable estimate. I wonder if 
you could tell us how you came to it? 

DR, PATTERSON: . Yes, vie be very glad to do 
so. I would like to point out, preliminary to explaining 
how the estimate is made, that it is just a round figure. 
I think it is a conservative figure. I would like to add 
that the revenue lost in this situation in which coopera- 
tives are largely exempted from corporation income tax is 
a very secondary consideration, It is in the picture, 
because the Government needs the revenue and it is in the 


picture too, because when this, or some amount approximating 
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it, does not get to the Government other taxpayers are 


somewhat more burdened by the total tax load. 

This revenue loss estimate of $25,000,000.00 
is based on assumptions that begin with the one that the 
volume of cooperative business recently approximates 
one and a half billion dollars. 

In 1962, as we showed a little while ago, the 
earnings before tax of all earning cooperatives that 
reported income was a little less than 5%, 4.7% of their 
gross sales, If the cooperatives had this same rate of 
return, amI said a little while ago this was an assump- 
tion for working purposes, and there could well be proved 
to be some variation from it, but I don't think it very 
great, if the cooperatives had the same rate of return 
then their income on one and a half billion gross sales 
would be about 70,000,000, using round figures, 

In recent years the average rate of tax paid 
by all Pepektine corporations other than cooperatives has 
ranged around 38%. Of course, not all corporations pay 
the top rate, vhich ranges up to 52% and many come in 
between that rate and the lowest rate applicable, I 
believe, 21%. This 38% figure is shown by the statistics 
and thus 38% of the estimated annual earnings of 
cooperatives would be 26 and six-tenths million dollars 
and I would like to say plus or minus somewhat. 

MR, STEWART: Well, I see that this is simply 
a rough} estimate, I would like to ask you a couple of 
questions. Would you think the estimate would be altered 
having regard to the fact that 874% of these cooperatives 


in Canada have gross sales of not more than $500,000.00? 
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DR, PATTERSON: I suppose the point that the 


cooperative associations were endeavouring to make, 
generally speaking cooperative corporations are amalier 
than ordinary corporate businesses, I don't have 
specific information to show whether that is correct or 
not. Even to the extent it is, I don't believe it makes 
very much difference, Even if it made a substantial 
difference lowering this revenue estimate that I have 
made, the fact would still remain that smaller coopera- 
tives are, generally speaking, competing with, not always 
but often, competing with more or less comparable-sized 
ordinary corporations and larger cooperatives tend to be 
competing with larger ordinary corporate firms’ 

This is, of course, a generalization, but the 
impact of tax advantage may level out to some extent at 
these different rates of average taxation paid by the 
corporations that are fully taxed. 

MR, STEWART: So you think that on average the 
tax which would be paid by cooperatives, if they were 
taxed as other corporations, would work out at approxima- 
tely this 38% figure? 

DR, PATTERSON: I believe so, yes. 

MR, STEWART: Well now, when you arrived at 
your figure of 25,000,000, did you take into account the 
effect that the taxation of cooperatives on the same 
basis as other corporations would have on the taxation of 
the individual members? 

Let me explain exactly what I am getting at 
there, As matters now stand, as I understand it, when a 


particular cooperative has a particular income --- let us 
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revert, if we may, to this hypothetical case of mine wher 
you have a cooperative which had a gross spread from its 
straight purchases and resales of marketing produce of 
$50,000.00, and we assume arbitrarily that it might have 
expenses of $25,000.00, so that it had a margin of 
$25,000.00, which may be very large or very high or very 
low, I don't know, Let us assume its margin is $25,000. 
Let us assume, to make it simple, that the situation is 
not complicated by considerations of investment income, 
such as Mr, Gilbert has mentioned, 


Well, any cooperative may be required to pay a 


tax of 3% on its capital employed. If itfollows what 
appears to be what we are told is the narmal practice 
after paying any tax which is exigible on its capital 
employed it will proceed to distribute the great bulk of 
the balance of the $25,000.00 to its members by way of 
patronage refund, Granted only part may be paid in cash, 
the great part of it may be paid through the issuance of 
paper or credits of one kind or another. We are neverthe 
less in a position that a substantial part of the 
patronage refund, the whole of the patronage refund is 
going to be taxed in the hands of the individual recipients, 
What the effective overall rate of tax will be, will 
obviously depend on the particular case and the tax 
positions of the individual patrons, but there will be 
Some tax and I take it that there is no adjustment in 

your $25,000,000,00 figure for that aspect of it? 

DR, .RATTERSON: That is correct. 

MR, STEWART: Now, of course, if your recommen- 


dation were adopted and these cooperatives were taxed at 
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the normal corporate rate it does not follow all patronage 
dividends would be eliminated. Presumably what was 
received after the payment of the corporate tax would 
again be distributed and attract some sort of tax from 
the patrons, but this world be materially reduced ,partly 
because of the incidence of the corporate tax and partly 
because of the fact they would be entitled to the dividend 
tax credit in respect of the amount that was so distribut da, 

DR, PATTERSON: That would be some of that 
effect. Two points that should be noted in acknowledging 
that influence on the total revenue flow in certain 
circumstances is that, of course, as you have pointed 
out --- no, I don't recall whether you pointed out --- 
many of the individual members have small incomes and are 
not even now reporting and the change that you speak of 
would not be effective in their cases. In some cases, of 
course, where larger patronage dividends were received 
they would be reduced and the payment of the individuais 
would be reduced also. I have no way of knowing what tha 
amounts to, but I believe in Canada you have a dividend 
exclusion credit of, is it 20%, that would enter into the 
Situation too. 

MR, STEWART: Well, that dividend tax credit 
of 20% does not apply to the present type of patronage 
dividend, but it woud apply on the basis of your brief in 
the event it were after tax distribution. 

Well now, I think it also appears from either 
your brief, Dr. Patterson, or from the Foundation's 
brief, that the return or the revenue from the corporatio 


tax in Canada at the present time is running around one 
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billion, two hundred and fifty million dollars, 
DR, PATTERSON: That is roughly correct. I 
have forgotten whether the figures are for 1961 or 1962, 
I have the impression it would be a littie more than that, 
but that is a good round figure. 
MR, STEWART: On that basis if your figure of 


$25 ,000,000,00 is correct, we are talking here about 2% 


of the return from the corporation tax? 

DR, PATTERSON: As I said earlier, the amount 
of revenue is relatively modest compared with what I 
believe is the tremendous amount of harm that the tax 
exemption of the cooperatives is doing to the economy 
through the other process, That is drawing off or failin 
to draw off what I think we both agree is a small amount 
of money in terms of the Treasury's requirements. 

MR, STEWART: I realize, gentlemen, in all 
these examples that we may put to one another certain 
assumptions have to be made and the examples must be take 
in the light of those assumptions. If I may go to page 
39 af the Foundation's brief and the attempt to compare 
there the relative amounts of tax paid by the Alberta 
Wheat Pool and an ordinary corporation which in the year 
in question had net income before tax equal to that of 
the Wheat Poolret income before tax, 

Now, in the case of the ordinary corporation 
you show net income of $2,426,000.00 and then income tax 
of $1,206,000.00, That, I take it, would leave an after- 
tax income of $1,220,000.00. Then you assume in the next 
paragraph that this corporation distributes the same 


amount of dividends as the Alberta Wheat Pool distributed 
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by way of patronage refund, namely $2,192,000.00, 
Now, I put it to you that unless this is a most 


exceptional year a corporation which earns $1,220 ,000,00 
after tax is not going to be in a positioncor willing to 
distribute $2,192,000.00 by way of dividend. 

MR, GILBERT: I have to agree with your obser- 
vation. I would also point out the fact by comparison 
with the same figures we are assuming the same amoust of 
dividends were distributed by the corporation as the 


Alberta Wheat Pool. I think this shows up in a clear 


fashion the fact it is impossible financially for privatelly 
owned corporations to compete with a large cooperative 
corporation in this manner, but for the purposes of 
comparison and to indicate the total amount of contribu- 
tion we have proceeded with the example on this basis, 

MR, STEWART: And I also draw &tention to the 
fact that on page 39 you assume that in the case of the 
patrons of the Wheat Pool the average, or I suppose the 
effective rate of tax, is 10%; whereas you also assume in 
the case of an ordinary corporation the average or 
effective rate of tax is 30%. 

MR. GILBERT: That is right. 

MR, STEWART: These are straight assumptions, 
and do you consider really that the spread in the income 
tax of shareholders on the one hand and members of the 
cooperative on the other is so great that the one class 
Would be subject to tax at 30% and the other at only 10%? 

MR, GILBERT: We feel these examples are | 
Yealistic, 


THE CHAIRMAN: Mr. Stewart, in examining this 
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myseif I have marked it up considerably with the points 


you mentioned. It would seem to me we should look at the 
money going to the same type of shareholders. If one 
wishes to get a different result he either puts 30% at 
the top or 10% at the bottom, In the payment of the 
dividend I would have thought the Company would not have 
paid out more than $610,000.00, whichis one-half of the 
after-tax profits in accordance with the usual pattern of 
dividend distribution. If that were the case and it were 
paid out to 10% shareholders, there would be no further 
tax. If paid out to 20% shareholders, there would be no 
further tax. But it may very well be the companies are 
owned by wealthy people and the cooperatives are not. 

I am not sure that is not the scheme of our taxation in 
Canada, the wealthy pay more tax than the less wealthy 
people and I don't know thatone can fairly say that is th 
disability of corporations against cooperatives, Do you 
think that is fair? 

MR. GILBERT: Mr. Chairman, I think it is a 
matter of degree, but for the purposes of this comparison 
and it refers to a statement put in the press at one time 
in the month of May, that the total contribution of 
cooperatives and their members almost equalled the total 
contribution of joint stock companies and their share- 
holders on the same basis. To make a comparision on the 
Same basis we felt we should compare the same net profit 
and in the case of the cooperative the estimated amount 
of tax paid by the cooperative corporation, the hypotheti- 
Cal case of what might be paid by its patrons as compared 


to the ordimry corporation and then to compare the 
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1 contribution of the patrons on a patronage dividend 


declared allocation, which is $2,192,000.00, We felt we 


2 

3 had to make the same comparison in the case of the joint 

ri stock company to arrive at the disparity which in fact 

5 does exist. 

m THE CHAIRMAN: I think you are answering me in 

5 the affirmative. It is quite fair to compare the tax 

3 deduction by the 10% shareholdersto the tax deduction by 
the 30% shareholders, Putting it on that basis I under- 


stand. Thank you. 

MR, STEWART: Now, I wonder if I could ask Dr. 
Patterson a question at this point which arises from page 
57 of his brief and in particular the third paragraph 
6.15. The last sentence of that paragraph, Dr. Patterson, 
seems to me to be open to the interpretation that you are 
suggesting that the tax factor is an important factor to 
the populace generally when they are considering whether 
a particular business enterprise should be formed as a 
cooperative or an ordinary corporation. Now, having 
regard to the fact, as I have indicated, that 873% of 
these Canadian cooperatives have what appear to me to be 
relatively small sales, and that 60% of them appear to 
have memberships of fewer than 200 people, Go you really 
think that in the ordinary cases the people who do form 
cooperatives form them because of taxation considerations 
at all? 

DR. PATTERSON: They may not know {t in the 
cases of the smaller organizations that they are being 
influenced by the final effects of the tax advantage, but 


what they become aware of, I would suppose, 1s that betwee 
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the prices and the patronage dividend payments that they 


would receive, or had received from their cooperative, 
they often have a better net result in their purchasing 
than they would have in dealing with an ordinary corpora- 
tion. In other words, they may not say to themselves 
"This is a tax advantage and therefore we should take 
advantage of it." The result of the tax advantage shows 
them that it is a better situation for them and leads 
them to prefer the cooperative form of business, 

I think it would be good if a sentence were 
added to that paragraph, May I read the paragraph that 
you have referred to and make a suggestion as to what 
might be added? 

This - Paragraph 6.15 on page 57: "Taxes 
and future tax prospects are important considerations 
in deciding upon the form that an enterprise will take, 
If taxes are inordinately high and fall upon business ver 
unevenly, they influence that decision. Since the 
earnings of cooperatives are largely free of tax at the 
cooperative level, so great an advantage for cooperative 
enterprise must often weigh heavily in the balance when 
that form of organization is chosen," 

Then I would really like to add to that a 
Sentence reading somewhat like this: “It often weighs 
heavily in the balance when individuals who might other- 
wise have organized private businesses to serve their 
communities were prevented or discouraged from doing so 
by the realization that somehow or other, whether they 
understood the tax advantage of the cooperative or not, 


Somehow or other they better not start up this private 
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ordinary corporate business because they are going to be 
able to compete in this, they have some particular 
unusual special advantage. They tend to be discouraged." 

MR, STEWART: Well now, let me come for a few 
moments to this question of the principles which are 
considered to be basic to cooperative enterprise, On 
page 10 of your Foundation's brief you summarize these 
principles, what are called the Rochdale Principles. Now 
for present purposes, which I take it are the determina- 
tion of how these cooperatives should be treated for tax 
purposes, would you think that the most important of 
these principles are perhaps the first three? 

MR, GILBERT: On the basis that we aive discuss- 
ing the Rochdale Principles I would agree, 

MR, STEWART: Now, taking those first three 
principles Sid tiuane ceccsece eta: have one vote per 
member, that the return of capital is to be at ai 
relatively low rate, and that surplus or profits is to be 
distributed in proportion to patronage, is it argu#ble 
that the coope¥&tive is essentially a different type of 
business organization fwm the ordinary corporation, 

MR, GILBERT: Well, Mr. Stewart, I will again 
refer you to the same page, page 10 at the top of the 
page, the second line: "Whilst many cooperatives still 
refer to the Rochdale Principles as their guiding 
philosophy, the fact is that the moment a cooperative 
graduates, as almost all of them do, from simple coopera- 
tion between members, to the conduct of business for 
business! Sake, they depart from hese principles to 


an ever-increasing extent," 
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It is our submission there is little if any 


Similarity in the operation of cooperatives as we know 
them in Canada today to the guiding philosophy laid down 
by the Rochdale Principles, 

MR, STEWART: Let me pursue that. What in your 
Opinion is the dividing line between simple cooperation 
which you refer to at the top of page 10 and the conduct 
of business for business! sake? 

DR, PATTERSON: May I answer that? In the days 
of the Rochdale pioneers the cooperative was 4 very little 
affair. I suppose everyone here has read the rather 
appealing tale of how 24 or 28 people I think in London, 

a poor district --- they were weavers --- saved up 

penny by penny for I don't know, a year or two, until they 
had something like twenty-four pounds, With it they 
bought sugar and oatmeal and some other basic commodities, 
and they opened a little part of a warehouse in Toad 

Lane, and I think they transacted their businessin the 
evenings, 

They sold these basic commodities to their 
members, They purchased them wholesale and sold them, and 
the members I believe, took turns waiting on the other 
members, Itwas really a consumer cooperative of the most 
basic sort. 

However, most cooperatives today, as we know 
them, are quite different. They are, should I say, real 
businesses, If they are incorporated they are separate 
entities from the people who are their own-patron members. 
They carry on elaborate business activities, With this 


Separate entity, enters into commitments, 
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transactions, it may go into debt; it buys and sells as a 
corporate personality itself. Through its serving its 
owner-members, in seeking to maximize their advantage, 
the ordinary corporation is endeavouring to do the same 
thing in terms of earnings for its stockholders. 

Can I make a transmission back to the question 
you asked a moment ago about these first three items in 
the list? It bears on what I was just saying. I would 
like to seta out it seems to me that the first three 
principles which we agree are more important than the 
succeeding ones that are quite incidental and miscellaneous -- 
it might have been desirable to have put number three 
first. I believe the question you asked is leading at 
least to the thought of what is it that differentiates 
these cooperative corporations from ordinary corporations, 

Number 1 says "The cooperative was to be 
controlled on the basis of one member having one vote, 
regardless of the size of its contribution to the enter- 
prise." Cooperatives put great store by this requirement, 
because they call it democracy in operation, It is true 
that is a cooperative requirement, but in cooperatives of 
any Size today there is a board of directors. It is 
elected by the cooperative members, and the individual 
cooperatives themselves are not following the old basic 
Rochdale Principles that the members actually take part in 
the direction and control of the enterprise, and what 
direction or control they have in most cooperatives today 
is indirect and roughly the same as that of shareholders 
in ordinary corporations. 


Then the second point, "Capital supplied, if it 
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was to receive interest, would be rewarded at predeterminad 
maximum levels and no variation would occur with the 
success or failure of the enterprise". That generalizes 
the situation where the dividend to be paid on the shares 
of a cooperative is very definitely limited usually to an 
ampunt like 4% or 5%, and on occasion perhaps as much as 
7%. The idea that capital will be limited in its reward, 
this brings up a very difficult and it seems to me subtle 
problem of adopting return on capital. It has been often 
Said, and. rather recently by cooperative people, that 
return on capital is very definitely limited, but if the 
return on all the capital of the cooperative is made, not 
as Seemed to be made, not only through this limited four 
or five percent dividend on the shares, but also to a 
considerable extent through the patronage dividends which 
contain a return of earnings to the owner-patrons, then 
the generalization that you often hear that cooperatives 
pay very limited return on capital appears not to be 
correct, 

Then the other comment on these first three 
items which we agree are the more important of the whole 
list, is that the surplus or profit of the cooperative 
would be distrimted to the members in proportion to the 
volume of business each member transacted with the 
cooperative, In my opinion this is the distinguishing 
feature of the cooperative corporation. It is beooming 
more and more the one on which the cooperative people try 
to justify their tax exemptions, and from reading these 
briefs I am sure you all know the arguments that are 


presented and debated on both sides asserting and 
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“eu ee 


1]/ attempting to rebut whether these patronage dividends 

2] represent a return of earnings and so are comparable to 
3] the dividends and earnings of ordinary corporations. 

4 This might be a good opportunity to point out 
5] how essentially simple this apparently complex problem 

6| really is, and maybe all of us concerned here are partly 


7| guilty of making it complex, although really I believe it 


is the cooperatives! defence of arguments against them 
that they make it complex, 

Anyway, the most essential consideration I 
believe in this whole dispute between cooperatives and 
ordinary corporations, the most essential thing in. the 
situation is that the cooperatives and ordinary business 
are both corporations, the same kind of corporations; 
they have limited liability ari the other advantages that 
incorporation brings, The only dissimilarity is in the 
way they distribute their earnings. They both have 
earnings, but they distribute them in a different way; 
in one case, to shareholders in proportion to share- 
holdings, and the other in proportion to patronage, 
although we have to bear in mind continually that these 
patronage dividends are distributions of earnings. 

In other words, to clean this up, the coopera- 
tives are incorporated businesses, They achieve earnings 
by using the factors of production and apply them through 
Management to create wealth, and when they do successfully, 
they have income, The same kind of intome as the ordinar 
corporations. Then because they choose to do so, and 
certainly it is the free right in a free country of 


people associated together to agree on how they want to 


TAQMs 


‘vr 


Ta Intse Eos sbnabt 


ent) 


—" . 10% ® oC Sra te aint 


qa sid olfqule Yilatvaeage won 


lo IIs odyam Soe .et Ulises 


stoma. ti antbiem To yt tig 


ylapueqcos sly at 
r 


elem yards Jans 


y aW vit A 


ie 


roo nvod ste 


° 


hbetint=I evead vont 


ited dollievoqioons 


# >» 


jilasel> yet yan 


if Spt tates 


, 8685 ml 


~~ 


oc 


t . 
sag al o acd Bria 


, Sualbdics ° 


1k seed oF ever ow Aguomyiz, 


ebueiivih syenottne* 


nt 


‘kaclto 


santeud befe*roctoeait ere sevis 


(Joubety Io srovont sd? paiiew ya 


0 ,dtisew efeeté of taemeperen 


ts .smoonl svat yer? 


25 be omsze oT 


57 seo00rns 


tnald stoque: 


yaild — ned 
‘ities setl « at ike wort sf ar -) 2 fates 


a eee , ; oT 
ype ae jevntoosas 


s 
t 
a 


ee A wod ag 


ANGUS, STONEHOUSE & CO, LTD. 3991 
TORONTO, ONTARIO 


distribute the earnings of the property they own, they 


prefer to distribute those corporate earnings in a way 
that pleases them best, namely to themselves, among them- 
Selves, in proportion to the their patronage, so that 
Just seems that if the corporation tax is to be part of 
the tax system it should apply just as much to the 
earnings of incorporated cooperatives as to the earnings 
of incorporated other businesses. 

MR, STEWART: Dr. Patterson, there are two 
points that you made during what you have just said which 
I am going to come back to later, The first is your 
proposition that patronage dividends are to some extent 
a return on capital, and the other is that these coopera- 
tive corporations are the same kind of animal as ordinary 
a ici fats I do not want to discuss those proposition 
with you, however, immediately. 

I would like to go back to the question of the 
dividing line between simple cooperation on the one hand 
and the conduct of a business for business! sake on the 
other. I would like to ask you to try to telescope 
things to some extent, which of these following factors 
you regard as material in this regard. I doubt that the 
fact of incorporation can be one, because in this 
country at any rate this is therecognized method of 
carrying onsbusiness inthe corporate form, However, that 
is one possibility. Unincorporated association and 
incorporated association, 

Another is size of membership. A third is the 
Size of the operation carried on, The fourth might be the 


function performed by the cooperative, 
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DR, PATTERSON: Excuse me, would you list those 


MR, STEWART: Number one was the fact of incor- 
poration, Number two was the number of members, Number 
three was the size of the operation, Number four was the 
nature of the function performed, Number five would be 
whether the cooperative is acting essentially as an agent 
for its members or as a principle, 

Now, I apprediate that there may be other 
factors which you regard as the material ones or that you 
may consider it is a composite of two or more of these 
that must be taken into account, but I would like to know | 
Just where the dividing line is if there is one, 

DR, PATTERSON: Yes, I will try to telescope my 
answer, and there is a temptation when I get to these 
points that I believe will be helping most to answer 
questions, but in any case there is a type of cooperative 
that would not be taxable. As I conceive it, it would be 
& very simple operation in which the cooperative was 
truly an agent of its members, In that case there would 
not be any income so there would be no tax problem, 
Whether it is incorporated or not actually, 

The number of members, I suppose more than one; 
The size of operation --- 

MR. STEWART: More than one would what? 

DR, PATTERSON: More than one, I am speaking 
of the most utterly simple kind of cooperative that we 
can think of as showing most clearly as an example the 
type of cooperative that properly should not be subject to 


tax, and it is kind of an anomalous way to put it, but it 
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wowid not be or it should not be because it would not 


have earnings. If it was operated as an agency and ail 
its earnings would be for its principals, because if your 
question incttudes these items, the distinguishing feature 
of the cooperative thatishould not be taxed, is that 
distinguishing feature the fact of incorporation, I say 
no, 

The number of members, well, no, except that a 
cooperative association would necessarily have two or 
more members, 

MR, STEWART: But it may have any number? 

DR, PATTERSON: Any number, Sree ee 
has to be qualified by the fact that a very large number 
increasing the number of membership tends to imply that 
the operation is more complex than could be considered 
acceptable under the definition of agency. 

The size of operation, no necessary limit. The 
nature of future performance, was it? 

MR. STEWART: Function, The nature cd the 
function performed, 

DR. PATTERSON: That and.your fifth point might 
be related. If it is doing business, operating as a 
business other than in the role of agency, of course 
that is the distinction I think we are getting towards, 
and so to your fifth point whether the cooperative is 
acting essentially as an agent or as principal, I would 
certainly agree with any group of cooperators that if 
their organization is an agent and can show to me that it 


is, all its members, and is no more than that by the 


definition of common law an agency --- which I would like 
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to leave to lawyers and not eee ont In. that. tieid ... 


but this I think is where the distinction comes, 
In other words, if a cooperative organization, 
whether it is corporated or not, gets beyond the role of: 


agent into the role of a Separate entity, that, as I Said, 


has the power to make contracts, to hold inventory, stock 
goods, purchase and sell, and go into debt, and set up 
reserves so that it is Clearly not an agency any more, 
then if it is also a corporation, I contend it should be 
subject to corporation income tax. If it can still be 
Some other form of business organization than a corpora- 
tion, it should ityseems to me, be taxed in the same 


way that a similar business organization, say, a partner- 


} 


Ship, would be Subject to tax. 

THE CHAIRMAN: Was your fourth point directed 
at whether or not it WaS @ producer cooperative or 
co#sumer cooperative? 

MR, STEWART: That is part of it, yes, 

THE CHAIRMAN: I think pr, Patterson missed it, 

DR, PATTERSON: I didn't think of that. 

MR, STEWART: Would you suggest that the 
function performed, whether it is a producer co-op or 
consumer co-op or service co-op is a material factor here 

DR, PATTERSON: I believe the proper way to 
treat each cooperative is to appraise it on its own 
merits, whether it is distinguishable as an agent of its 
patrons or not, and every cooperative of course differs 
Somewhat in its function, Most of them, it seems to me, 
are well above this dividing line that you are seeking to 


define, 
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A cooperative that knows or believes or even 
hopes that it is acting merely as an agent for its member 
should certainly have the tax treatment and ghould seek 
get tax treatment that that role of agent provides; namel 
no tax paying because as agent it is just a conduit for 
the funds that flow into its principals. 

I have not gone over the briefs, but last week 
I understand one cooperative a@ganization appeared before 
this Commission and showed quite clearly, as I heard the 
matter, that it was an agency cooperative, and this is 
what all those who are in or near that classification 
Should do, I believe, 

MR, STEWART: I am interested that we get it 
identified to this extent that the question of agency is 
to you the governing consideration. Let us suppose we 
are dealing with the cooperative, which as you say, is 
not an agency cooperative but it is carrying ontmsiness, 
I want to go back to your proposition or the Foundation's 
proposition at the top of page 10, that the cooperative 
then departs from the Rochdale Principles. Let us take 
the first three. What effect has the question of 
principal or agency got on thesprinciple number one? 

DR. PATTERSON: Will you repeat the last 
Sentence, please? 

MR, STEWART: What effect has the fact that it 
may be operating as an agent or principal got on princi- 
ple number one? JI may put it to you that this does not 
involve any departure from principle number one, 

DR, PATTERSON: I don't really understand the 


question, 
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MR, STEWART Well, you have said or the 


Foundation has said, Dr. Patterson, maybe I should put 
this question to Mr, Gilbert, that as soon as you get 
over the dividing line these cooperatives depart from 
these principles which are listed, 

Now, the first principle is that each member of 
a cooperative has one vote. Qua member, He does not,as 
in the case of a shareholder of a corporation, have one 
vote per common share, What has the fact of acting as 
principal or agent in business activities got to do with 
that principle? 

DR, PATTERSON: I don't see that it is relevant 

MR. STEWART: I don't either. That is why I... 
asked the question, 

DR, PATTERSON: That is why I didn't understand 
the question, 

MR, STEWART: Let's look at principle number tw 
which relates to payment of interest on capital supply. 
What has the carrying on of business as principa? on the 
one hand or agent on the other got to do with that 
principle? 

DR, PATTERSON: Nothing that I can see, 

MR, STEWART: And by the same token when we look 
at principle three which has to do with the distribution 
of profits, what has the fact that business is carried on 
as an agent or as a principal got to do with that? 

DR, PATTERSON: I don't see that it has SS eacer 
to do with it. In fact the inference raised by the word 
"profit" --- I don't mean this to be an unfair statement, 


but the inference if there are prorits, not just 
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distributed but often are allocated and the remainder held 


in reserve and used for future purposes in building up 
capital of a business, You can hardly say buildang up 
capital of an agent, It would be a contradiction of 
terms, and I do not think this has anything to do with it. 
The only thing is whether the activities of particular 
organizations meet the requirements of the common law 
definition of agent, 

MR, STEWART; Yes. 

THE CHAIRMAN: And the conclusion I assume is 
that if they do, it should not be taxed, because whatever 
it does is for the benefit of its principals? 

DR, PATTERSON: Not only that. It is paradoxical -- 
that is certainly correct --- and that is probably an 
ethical point, but it cannot be taxed actually because it 
doesn't have earnings, The agent just does not achieve 
it. He is a conduit of it, of course, 

MR, STEWART: Is it not the case, Dr. Patterson 
that what is concerning you and your associates here 
today is that notwithstanding fhat some of these 
cooperatives may carry on business as principals, they 
still adhere to principle number three? 

DR. PATTERSON: Yes, and I nape has a right to 
do it. I do not think there is anything wrongwith it, 
except it is used as ajmeans,oas an excuse or rationali- 
zation for having this tax advantage. 

MR, STEWART: I would like to d&scuss with you 
the distinction between members of a cooperative and 
patrons of a cooperative. I would like to put about 


three propositions to you, one by one, and ask you if you 
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would accept them, 


“PYPSt of all, the patrons of a cooperative may 


include people who are not members? 

DR, PATTERSON: “Yes, 

MR, STEWART: That is correct? 

DR, PATTERSON: Yes, 

MR, STEWART: Secondly, that members of a 
cooperative need not in a particular year be patrons? 

DR, PATTERSON: That is correct. 

MR, STEWART: And third, that the members of a 
cooperative may have an investment in the cooperative but 
need not in a partiamilar year receive patronage dividends 

DR, PATTERSON: That is correct. 

MR, STEWART: In other words, patronage dividends 
are paid to the people who have been patrons in a 
particular year, but that group of patrons in the parti- 
cular year may not include all the members of the coopera 
Give? 

| DR, PATTERSON: That is correct. 

MR, STEWART: Now, thre are certain features of 
cooperatives in Canada which I would like to discuss with 
you. It appears to be the case, first of all, that 
cooperatives in this country are incorporated. Would you 
agree in the first instance that this is at least the 
normal form of organization? 

DR. PATTERSON: Yes. 

MR. STEWART: There is a tendency I suggest to 
you to equate this type of corporation with other corpora 
tions, but there appear to be certain differences which I 


would like to mention for your comments. 
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1 They are different in their capitalization from 

the ordinary corporation, and what I have in mind there, 
: of course, is that the initial investment of a member may 
; be quite nominal, and that to a considerable extent they 
‘ finance themselves, not through the issuance of shares to 
: their members as the ordinary corporation does, but through 
; deferment of payment of those patronage dividends. 
: They differ also as you have emphasized, Dr. 
: Patterson, in the way in which they distribute their 
: residual earnings, They distribute them on the basis of 
: current patronage, whereas an ordinary corporation, 
“ the extent it does distribute them, distributes them in 
e accordance with shareholdings, They also claim, of 
si cOWURs6,. that their members have a somewhat different 
. motivation from the members of the ordinary corporation, 
: However, having regard to those differences, what would 
you say to the proposition that while these things are 
. both called corporations they may be corporations of two 
: distinct types? 
19 

DR. PATTERSON: Let me take the different points 

- of these differences and touch them briefly. The 
Zi 


difference in capitalization: It is true the ways of 
getting capital and crediting it to the members differs 
to a large extent from those ways of an ordinary corpora- 
tlonm, but.it is etill espitel. Tt te séii7 money. It is 
Still the investment of the owner-members, and if they 
choose to have a different kind of capital structure in 
which there is ownership, and that is equity ownership, 
and also debt liabilities, those are essentially the same 


in their balance sheet as in enyonener, but these are not 
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Significant differences, 

The financing through the deferment of payment 
of cash dividends to patron-members, well, that is just 
one of many means of financing. Ordinary corporations 
have many means of financing too, and they take those that 
they think are better. The distribution of residual 
earnings, well, that is a difference there, It is one 
of choice on the part of the cooperators, The motivation 
of members, this as we discussed before seems to be 
irrelevant to the question of taxation. The dominating 
motivation, in my opinion anyway, even though some of the 
motivation is social. eleemosynery, so the dominating 
motivation of the member owners of cooperatives is that 
of economic advantage, just as it is business-wise., So 
I don't believe that any of these differences are 
differences that are significant to our problem, the tax 
problem, They are not relevant. 

MR, STEWART: I am not really at the moment 
concerned solely with the tax factor, I realize it is 
the tax factor that brings us here, mt if you look at 
these two types of corporations independently of taxation 
altogether or without regard to taxation my question, I 
think, really comes down to this: Are they different in 
kind, or are they simply two species of the same kind. 

DR, PATTERSON: I say that is a very good 
question, They are two species of the same genera. They 
are both business corporations achieving earnings. 
Lawyers use the term gravemen, This is a central issue 
of the whole controversy, your question, and I believe 


everything else is irrelevant, 
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MR, STEWART: I think it is a very important ° 
question here, There are a couple of features of the 
Canadian sceneiin this regard that I would like to refer 
to, because they may bear on the ultimate decision on 'this|- 
partiaLar point. On page 25 of the Foundation brief you 
say at the end of Paragraph ¢b) "Operations of this 
nature are distinguished by the cases from those where the 
cooperative is under no obligation to account to its 
members for the profits or surplus arising in its hands 
and it is in the discretion of the cooperative management 
to decide whether the members will share in share in such 
profits and if so, to what extent." 

Now, the evidence which was given to this 
Commission last week on behalf of the cooperative was 
that in Canada, whether this is done by statute or by 
the bylaws or other governing documents of the particular 
<cO@pernative, there is in the ordinary case adequate 
obligation to distribute residual earnings among the 
members, The only real discretion which the members OF. 
the management may have, and it was put to us that this 
was ordinarily a membership decision as opposed to manage 
ment decision, the only discretion that remains is as to 
what proportion of the amount available can be distribute 
tWecash and what can be distributed by some form of paper 
or credit, 

Now, what comment, if any, haye you on this 
particular feature which we are told appertains to 
Canadian cooperatives? 

DR, PATTERSON: This refers to the obligation? 


MR, STEWART: The obligation to distribute 
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residual earnings by way of patronage refund. 
MR, GILBERT: Mr. Stewart, did the submission 


indicate to you how this obligation has come about? 

MR. STEWART: Either by statute @ by bylaws or 
by some combination, 

MR, GILBERT: But not by Government regulation. 

DR, PATTERSON: I am not quite sure how your 
question takes shape, 

MR, STEWART: We are considering at the moment, 
I think, the question whether these two types of organiza 
tions of cooperation are different in kind or not. I am 
thinking here of something which does not directly relate 
to taxation at all, I put to you that it seems somewhat 
Significant when you are determining what kind of animal 
you are dealing with that this is one which must 
distribute its residual earnings where the ordinary cor- 
poration, of course, is not in that position at all. 

DR, PATTERS@Ms: It gets back, I believe, to the 
Same situation that appeared in your earlier questions, 
There is a difference between the two species but not 
Significant for changing their tax obligation because, of 
course, we are getting back to the old idea that has come 
up before here. They are both corporations, They both 
achieve earnings. There is in this country a corporation 
income tax levied on corporation earnings, Business 
corporations have earnings which are being taxed. 
Actually it is not relevant. 

THE CHAIRMAN; May I interrupt? The question 
which I would like to get the answer to, and I think it 
is the same as yours, I am not sure, but the other day we 
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were told that all cooperatives were required to distri- 


bute all earnings. This is in contradiction to what is 
in this paragraph here, 

MR, HANSARD: What I think is intended to be 
conveyed by the paragraph here, we are talking about two 
different things --- "distributed" is an interesting 
word when you come to talk about patronage dividends, 
because what is baéing done by the cooperatives, as I 
understand it, they pay some of their patronage dividends 
so-called in cash and then they keep the money for the 
rest and issue script or something of that kind which may 
or may not provide for repayment at any given time or 
with interest or without. The nub of the thing is, I 
think, there is no real distribution of the funds that 
may be retained for an indefinite period with or without 
interest. The only instance I can think of offhand where 
they pay interest is the United Grain Brokers. They 
certainly provide for the repayment over a period, I 
think of 15 years, and they pay 3% interest. Well, most 
of them I don't believe go that far. 

It is a fact the actual money is kept for an 
indefinite period and that puts them to an advantage. 
There may be an obligation to distribute it all, but the 
distribution is not a distribution of the funds for that 
part of it that is not paid in cash. 

I don't know whether I am on the same point you 


are, Mr. Stewart, or not. 


> 
MR, STEWART: I think your question was 
certainly on my point, Mr. Chairman. 


MR, HANSARD: Is my answer all right? 
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THE CHAIRMAN: Yes, it is fine as far as I am 


concerned, 

MR, STEWART: The paragraph says these coopera- 
tives are under no obligation to account for profits or 
Surpluses, What Mr. Hansard has said, as I understand it 
is that they may account,but they account in this 
particular way that they pay only part in cash and part 
in paper. 

MR, HANSARD: I think perhaps that word 
"account" should not be read too literally. 

THE CHAIRMAN: I think he changed the paragraph. 
I am quite happy. 

MR, STEWART: As I understood from the evidence 
given last week there is in fact obligation to distrimte 
in some way. Now, the next point that I have to put to 
you in consideration of the type of corporation we are in 
fact dealing with here is one on which I think there may 
be no controversy, This type of cooperative corporation 
is entitled under its statute or its bylaws to make these 
distributions of residual earnings either in cash or 
through an adequate payment of one kind or another. 
Perhaps this is a legal or quasi-legal question, that in 
the basic structure of this type of corporation they are 
legally entitled to distribute these earnings in this 
particular way. 

MR, HANSARD: If I may say so, I don't think we 
are concerned with what they are entitled to do or how 
they distribute them at all, I®’is whether or not they 
are distributing them in the form of payment within the 


Statute. We find in the Section 73 and 13, and 1% is 
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75 we are particularly concerned with, they are entitled 
to deduct payments made in accordance with patronage. 
Then we go a little further along and you find the 
definition of payment, which I have never been able to 
understand, but it is there. It is under the definition 
of payment. So far as income tax is concerned, I am not 
talking about what they are entitied to do as a matter of 
their own corporate power, but whether or not they are 
liable for income tax. It is the development of the 
payment so they can keep the money and still claim tax 
deduction that gives rise to the difficulties we have. 
That is the thing that I think is the nub of the whole 
problem, They are deducting these things as though they 
had been paid when in point of fact the funds are still 
retained, 

MR, STEWART: Well, in your briefs you make it 
quite plain, oe, Hansard, that you think that the 
definition of payment has been stretched a very long way 
in the legislation or in the application of the legisla- 
tion, 

MR, HANSARD: I think "distorted" might be a 
better word than "stretched", That gives rise to much of 
the difficulty, in my submission, and whether they have 
the power to do these things by agreement or anything 
else, acts of incorporation or anything else, the point i 
have they the right to deduct for income tax purposes or 
should they be left with the right to deduct for income ta 
purposes money that is not disbursed or should they be 
entitled to deduct on the patronage dividends paid or not 


THE CHAIRMAN: Mr. Stewart, while I don't wish 
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to suggest that you lawyers have not completely looked 


into the law we were informed that there was a case in 
England, Staffordshire Eggs, whereby stock dividends 
Succeeded as a deduction in the UJE. SR Weed to pe 
thought that only cash could be deducted, This has 
caused the venue some difficulties, I believe, 

MR, HANSARD: I am not familiar with that case, 
but I suppose it could be looked at. TI never looked at 
it. A stock dividend at least is some sort of disburse- 
ment and not an indefinite piece of paper that says you 
have been credited with So much which you might see some- 
time hereafter, It is a little different and of course 
the law in England is a little different too. 

THE CHAIRMAN: I made this observation in 
regard to something else which indicates that the law in 
England is more restricted to payments of dividends in 
cash, That has now changed, so we were told the other da 
and of course the law is more difficult because of the 
taxation of stock dividends, 

MR, STEWART: Well now, I would like to come 
to the possible implications of these characteristics of 
Canadian cooperative corporations, On page 26 of your 
Foundation brief you are dealing with agency cooperatives 
and in particular with marketing cooperatives and I take 
it from what has been already said that so far as you are 
concerned if a cooperative is acting as an agent there is 
NO problem under the present statute. At the bottom of 
page 25 you have been dealing with certain cases which 
have related - the question whether a pmrticular 


cooperative is acting as an agent or not and then you say 
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on page 26 "in the view of the Foundation such decisions 
may be quite justifiable in the case of a cooperative 


which has no significant assets and does not perform any 
work on the produce to make it more Salabié>: However, 
in situations where the cooperative, as well as merely 
disposing of the products, processes or otherwise applies 
labour or capital in connection with them, the case is 
altered and there certainly is an element of profit in 
respect of the labour or capital applied by the coopera- 
tive in carrying out processing, warehousing, etcetera, 

Does this mean so far as you are concerned if 
a cooperative does any processing or applies any labour 
or capital to the goods that it ceases to be an agent? 

MR, HANSARD: If you are directing that to nee 
Mr, Stewart, the way I understood it when I read it, that 
is not my authorship, «the way I understood it when [I 
read it is that where they passed the products along in 
the ordinary marketing sense and incurred ordinary 
marketing expense that is one thing, but the minute they 
get changing this thing by processing it in some way or 
performing a manufacturing operation in respect of it 
there is obviously an operation involved and that is a 
different thing. 

MR, STEWART: If we look at page 32 of Dr. 
Patterson's brief, there is another statement at the 
beginning of Paragraph 4.25; "More observation, however, 
Shows that cooperatives, as we know them today, are not 
true agents of their members, In their operations they 
take title, ordinarily, to the products that they 


purchase from or sell to their members," 
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Now, the evidence which was given here last 


week is that in Canada at least as regards marketing co- 
operations the converse may be the case, that ordinarily 
the cooperative does not take title to the products it 
deals with on behaif of its members, I think this must 
apply to the marketing cooperatives. 

Have you any comment on that, because it seems 
to me that it is material to this whole agency question, 

DR, PATTERSON: May I hazard a reply to that? 
We are not attempting to say what the law of agency WOW 
be. JZ doubt if this one point is the sole one that would 
determine whether agency was involved. It might but not 
necessarily. Other things may be being done by the 
cooperative which would prove it to be a principal and 
not an agent, even though it did net take title to te 
grain it was handling. 

MR, STEWART: Could I ask you this, and again 1 
may be I should direct myseif to Mr. Hansard, when we 
consider whether or not a person. 18 acting as an agent in 
this type of situation is it necessary to maintain the 
agency relationship that all the profit except for the 
agent's commission or remuneration from handling the 
principal's goods should be accounted for to the 
principal, or is it possible to maintain an agency 
relationship on the basis that other people in like 
circumstances with the principal will turn goods wer to 
the agent for disposition amthat each of these several 
principals will accept an accounting on the basis of the 
average return which is realized from the agent's 


disposition of the goods? 
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MR. HANSARD: What you are’ asking is: Must 
there be an individual relationship between each member 
of the cooperative and the cooperative itself or may ther 
be some sort of general agency between the cooperative 
itself and all the members as a pool or mass. Is that 
ae 

Mik, seeWAne:s “hav 28 Not qudte 20. 7 think 16 
comes down to this: If you and I are members of the 
cooperative can we each constitute the cooperative as our 
agents? Let us suppose, to take a simple case, that we 
each nave a thousand bushels of wheat for sale --- whest 
is perhaps not a good example. Suppose we have a thousan 
pounds of fish for sale. We each conétitute or attempt t 
constitute the cooperative our agent to dispose of our 
fish and we say to the cooperative, of which in this 
Simple illustration we are the only members, we say 
"Would you kindly dispose of our 2,000 pounds of fish and 
we don't require you to keep our respective fish separate 
For this purpose we, Hansard and Stewart, will accept 
from you one half each of the proceeds of disposition 
after you deduct your legitimate expenses, after you 
deduct a commission at whatever rate we agree upon," 

MR, HANSARD: Perhaps your point would be made 
even clearer if you specified the two lots of fish were 
delivered at different times and sold at different times. 

MR, STEWART: That would be a further point. 

MR, HANSARD: That is, what you have in mind was 
that the result of selling my fish may be different from 
the result of selling your fish, and will we agree to 


average it out and for each to take a half of the total 
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result? Is that it? 
MR, STEWART: I think actually, Mr. Hansard, 


we can perhaps more usefully omsider the position if this 
were not a cooperative you and I were dealing with but if 
it was an ordinary fish packer or dealer, 

THE CHAIRMAN But the points as you mentioned? 

MR. STEWART: Yes. 

MR, HANSARD: I think you can vary the terms of 
an agency's responsibility to account. I think you could 
probably enter into a joint venture in-ssome way on an 
agency basis. I think that is possible. 

MR, STEWART: Well then, I come back to the 
proposition that when the cooperative deals with its 
members it is not dealing with its members as such; it 
is dealing with customers or patrons. It may or may not, 
while dealing with its members --- it is obviously dealing 
with its members, but when the cooperative engages in 
its particular activities, and let us again for the 
moment confine this to marketing cooperatives, it may or 
may not be dealing with members; it will be dealing with 
people who wish to enter into business transactions with 
or through it at the particular time. These are people 
who are prepared to deal in concert with others, with or 
through the cooperative, 

MR, HANSARD: Are you talking about marketing 
cooperatives now? 

MR,STEWART: Yes. What I am leading up to is 
that it seems to me it may be arguable in this cooperativ 
type of activity that you have by virtue of these arrange 


ments between individual customers or patrons and the 
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cooperative, a sort of collective agency. What I am 
trying to get to, Mr. Hansard, and I assure you that I 
find this rather difficult to get tothe bottom of it, but 
what I am really getting to I think is in this particular 
type of cooperative activity do we have to get away to 
some extent from the type of principal and agent relation 
ship that you come across in the ordinary commercial 
activity? Can there be such a type of collective agency 
as I am now putting to you, because if this is feasible 
or if it is tenable as a matter of law, then it affords 
a complete rationalization of the payment and treatment 
of these patronage refunds. 

MR, HANSARD: I wouldn't think so, 

MR. STEWART: Let me take the first part of it, 
which is --- 

MR. HANSARD: I am getting lost I am afraid, 
Mr. Stewart. You are talking about a. tlarketing coopera- 
tivegnsiaelind Dida cilttierndatii]eult*te see. Lt umay 
happen. I don't know, but I would think that anybody that 
brought in goods to be marketed by a cooperative would, 
by and large, be or become a member in respect of that 
operation. I was thinking of the case of the merchandising 
cooperative. My own example, I have walked into a 
grocery store, a cooperative, and purchased goods there, 
and I am certainly not a member of the co-op. That is 
what I was thinking of, but it does seem to me --- you 
may be able to give me an example to the contrary --- 
it does seem to me that on a marketing operation surely 
the person who hires the co-op to market his produce or 


whatever it is enters into some kind of membership 
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arrangement. 

MR, STEWART: Whether he does or not, I suggest 
to you that he has two capacities. He may be a member, 
but when he enters into this marketing relationship, he 
is doing it gua patron, not qua member, 

MR, HANSARD: I don't get the distinction. 

I don't understand that. 

MR, STEWART: I think we have agreed earlier 
this morning that there are members of cooperatives who 
are not in any particular year patrons. 

MR, HANSARD: That is perfectly true, and there 
is no such thing, as I have had occasion to point out 
before, there is no such thing as patronage dividends 
because they found when they came to the 1946 statute 
that it is payment in accordance with patronage, and that 
is because they were letting everybody in on the wonderfu 
privilege of paying these payments in accordance with 
patronage and deducting them, and it is payments to 
customers, It is no longer payments to patrons that are 
deductible for income tax purposes under the laws as they 
now stand. 

arie fact~ Dn dite, however, 1s Chav in Tne cage 
of the cooperative, by and large --- there are exceptions 
obviously --- but by and large the cooperative is dealing 
with patrons, with members, and on the contrary, the 
ordinary business man is dealing with third parties, but 
he doesn't have members, and he may occasionally transact 
a plece of business witha shareholder, but that is purel 
casual, JI think you have to look at this thing on the 


basis of what generally happens, not what can happen as 
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an exception, 
MR, STEWART: What I am trying to do and I will 


come to the question of consumer cooperatives in a minute, 
but what I am trying to do is assess the situation as 
regards marketing cooperatives. The question I am raising 
with you is;@@di-let us first of all take the simple case 
of any one that does no processing at all but represents, 
let us say, 100 members, and deals in a particular year 
with 75 of those members as customers or patrons, 

Now, as regards that group of 75 who are patrons 
in the particular year, can there be as a matter of Jaw 
the sort of collective agency between those 75 patrons 
and the cooperative that I am referring to? 

THE CHAIRMAN: Mr. Stewart, if you, and Mr. 
Hansard wish to argue this point in law, you may well do 
SO --- 

MR, HANSARD: I don't wish to. 

THE CHAIRMAN: I would like to break for lunch. 
Would this be a good time to break for lunch? 


MR. STEWART: Yes. 


---(Noon adjournment ) 


THE CHAIRMAN: Mr. Stewart, I think we can 
continue, 

MR, STEWART: Thank you, Mr. Chairman. Mr. 
Hansard, I will attempt to clarify the question that I 
was putting to you before lunch. I think that..earlier on 
we had discussed the possibility that the two of us could 


market our fish through a mifidiZe man who would be the 


_taameengey tad Lhe a8 setannsoe ba. tadd ono KAS “ *, 
| Seby =aiveliaeq eo nt elieeh Dein, » Sxodeton, OOF, fea ay gen 
A _sSnattag T Stagotaio OR ape dineom seorit 10, eT ial 
| niitog, 210 orl 2T Ye qeorm Jere ebzgse% ae Moi ; 

Wet Yo net? oi, 4 Be od orortt 8: cTey talwoterag eng at. 

enotisg BY ssatt odenied yonage evisvatiog to tion sufy | 

fod gofiretes ma x gay svissusguos ord dae 
/@ Bete woe TL .dtemecS .0M GHAMALAHD, BRT 
ob Liew cam toy. ,faf al zolog etd eugae oF ne kw basenelt 
i | ‘ ~-+ 08 
.of tele o*aob Tt CASH ei) 
geet TOS Roaisd od eM” Hla F . GMAMALAHS. BHP 


en 


*Hoakl 20% mae, 28: ents hoon, e.sd ald? Slow 


est) :THAWa TA. aM 


{ JnsmrtHot be AoC )--- 


aso av ADL I ,Juewese ,aM , sHAMALARD Se? 


pee rn 
34, emstnd> oh ug ond? : TRAWRTE. oe i 


ig 


@ teas aoltesuph sit giinelo ov igmadsa thw » § «hrpeneH 


a” 


lo tetines twit dette xy . omit rane ial 8 sain bs oe 
; 


ae é¢ to can oad dest3 wottuat 


_— oxi ‘ad aioe one nem ot 


Pr ia Ab a 


ANGUS, STONEHOUSE & CO. LTD. 4o14 
TORONTO, ONTARIO 


agent of the two of us on the basis that the profit 


derived from the operation would be divided between us 
equally notwithstanding that your fish and my fish might 
not have in fact contributed equally to the profit. 

Now, the question that I was attempting to put 
to you before lunch was an extension of that. Is it 
possible for the patrons of a marketing cooperative to 
appoint the cooperative corporation as a common or collec- 
tive agent for the marketing of their particular products? 

MR. HANSARD: I don't think it is possible for | 
the patrons to do it. I think if you are going to appoint 
sDMBbody your agent, you are getting into a position where 
you are a member of the cooperative. 

MR, STEWART: Let us suppose that -ayparticular 
cooperative does not deal with any one but members, this 
100 members of whom 75 deal with it in the particular 
period with which we are concerned. Can those 75 patrons 
appoint the cooperative as their common or collective 
agent for the marketing of their goods? 

MR, HANSARD: Well, I suppose they could do 
anything, but the point of the matter is that we have 100 
members, and they have all appointed this cooperative to 
do something already. Is this a separate arrangement 
they are making at a special time or what is it? I don't 
follow why you take only 75. 

MR. STEWART: Let us assume then we take it two 
steps at a time, Let us-assume in the course of a year 
every member deals with the cooperative as a customer or 
patron. Can they collectively appoint a cooperative 


as agent for the marketing of their poduce? 
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MR. HANSARD: So? 


MR, STEWART: I say can they? 

MR, HANSARD: Can they? 

MR, STEWART: Yes, 

MR, HANSARD: Well, I think they can, but if 
they appoint them as agents in such a way that its duties 
as agent will be to sell their produce and return to them 
the net proceeds of the sale less its selling expenses, 
then that return is clearily not anything in the nature of 
a patronage dividend, and there is nothing left over to 
be divided as a patronage dividend it seems to me, [I 
can't think of a marketing cooperative where you have 
that situation, 

MR, STEWART: So far as you are concerned does 
this agency, this common agency relationship, cease to be 
feasible if the cooperative processes the products? 

MR, HANSARD: I think the minute the rye 
gets into any business operation in respect of products, 
that is, outside of the actual marketing of them, that 
adds to the value of them, let us say, and then you are 
getting into a different area. That is my view. I don't 
know. I do not profess to be an expert on cooperative 
activities, I may say. 

MR, STEWART: If the cooperative in fact 
acquires title to the produce, does that of itself preven 
it from being an agent in relation to what happens? 

MR, HANSARD: Well, I would say to that where 
the cooperative acquires title to the thing then in 
disposing of it if is dealing for its own account rather 


than the account of its member, isn't it? 
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MR, STEWART: That is your suggestion? 
MR, HANSARD: Well. I am trying to find out 


what it is you want me to answer. Surely if the coopera- 
tive takes title to the thing, it is then engaged in 
disposing of its own property, and isn't it then doing 
business on its own account? 

MR, STEWART: What I am getting at, Mr. Hansard, 
and I do not intend to labour this; I find it difficult 
te PUT this coRcepu sco you "== 

MR. HANSARD: I know I am being obtuse but I 
am trying not to be. 

MR, STEWART: It may be that when we look at 
this cooperative method of doing business, it may be that 
the normal types of relationship which we are accustomed 
to such as principal and agent and so on have to be 

the patro 
expanded,.,and that this particular relationship between / 
and the cooperative is a relationship of a special and 
unique kind, and that the cooperative can properly be 
regarded in the words that I believe the proponents 
of this type of organization use, as an extension of the 
businesses of the individual members. 

MR. HANSARD: Well, of course the proponents 
as you describe them are great ones to say --- I say with 
the greatest of respect --- are great ones for working 
out fancy language of that kind, but the facts of the 
matter are as I understand them, and I may be wrong, and 
I am sure the Commission is in a position to know whether 
I am,wrong or not, but the fact of the matter is that 1s 
not the way it is done, and the facts of the matter are 


that the cooperatives that are causing us concern, the 
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So-called cooperatives, are people who are engaged in 


business; @ngaged in business qua cooperative, and are 
making income, and if they are not making income, then 
obviously there is no use wasting time talking about them 
here, because we are talking about the Income Tax Act, 
and if there is no income I don't see how there can be 
any tax. 

If they can build themselves up in that position, 
if they are in receipt of income, and certainly they were 
so held to be generally speaking in the MacDougall Report 
to the extent that they are in meceipt. of cincome;iiour 
proposition is they ought to be taxed the same as anybody 
else, because they are earning income and the tax is on 
income. 

MR, STEWART: The fact of the matter also is I 
think that under this particular form of business 
organization the rule is that what we ordinarily term 
"4necome" 1s available to the patrons of the Perey 
year in proportion to their patronage, and if fale concept 
that I put to you with “aiffidence is a valid one, then 
it seems that it does afford a justification or rationali 
zation of the treatment of these patronage dividends for 
tax purposes, 

MR, HANSARD: Well, so far as I am concerned, 
and speaking for myself alone, I do not think the concept 
as I understand it is a valid one. What I am saying is 

to talk about agency, talk about agency in respect of 
what cooperatives generally foday are doing, as I under- 
Stand them to be doing, is stretching the word "agency" 


beyond all legal concept. That is what I think. 
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We have in our brief, and perhaps we have used 
varying language which was unfortunate, but we have in 
our brief endeavoured to make the concession if the 
cooperative does operate on a pure agency basis so that 
what it does it does as the agent of the members, then if 
there is any income arising from the transaction, that 
income is the income of the member and not of the agent, 
of the cooperative. 

Now, that is as far as I am prepared to go. 

I think you have a hard time finding any examples to fit 
that group. 

THE CHATRMAN: Before you ‘go on, Mr. Stewart, 
there is one question. Specifically the wheat pools whic 
are a very conspicuous form of cooperative. We heard the 
other day they had an agency contract with the members, 
and if they are agents, whatever their income is, or 
their gain or whatever one cares to call it, I would have 
thought belongs to the members rather than the coopera- 
vive; 

MR, HANSARD: Well, one thing you must not 
forget in connection with wheat: They are not marketing 
their members! grain. They are storing it, but somebody 
else is marketing it. They are performing a service for 
the members. How can there be a marketing agency in 
respect of that I don't see. 

THE CHAIRMAN: I think I remember that the 
point was made that they were agents. 

MR. HANSARD: There has not been any real 
wheat pooling on an agency basis since 1930, according to 


my understanding. That is my information on it. 
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MR, STEWART: Now, Mr.Hansard, returning to the 


discussion of relationship in your brief, as you say, you 
analyzed this situation from the point of view of our 
normal concepts of agency, partnership and so on, You 
put forward arguments in support of the proposition that 
these cooperatives after they get beyond the simplest and 
most elementary stage at any rate do not fit into that 
type of relationship. 

MR. HANSARD: Yes. 

MR, STEWART: what I am putting to youuis that 
perhaps this is an entirely different type of corporation 
from the ordinary one, with an entirelydfferent type of 
relationship with its patrons, and I take it as far as 
you are concerned this concept is --- 

MR, HANSARD: What I am really saying is I 
think, Mr. Stewart, the way I look at it, it is not the 
nature of the entity that earns the income. I am looking 
at the nature of the business that here is an entity that 
is earning income, and it may be avsomewhatidifferent 
animal from ordinary oorporations, notwithstanding that 
it is competing directly with these ordinary corporations 
and if is earning income as a result of that competition, 
and yet does not pay income taxes which results in 
competitive advantage, which tn“our submission, should 
not be; 

Undoubtedly there are some differences between 
the creatures that are doing these things, but they are 
Still earning income from their endeavours, That is our 
position. I am sorry, I cannot go any further than that. 


MR, STEWART: Thank you very much, That is 
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very clear and very helpful. Now, could I turn to page 
34 of your brief. 


MR, HANSARD: I think you like asking me 
questions better than these fellows because I am poorer 
at answering them, 

MR. STEWART: No, I assure you that is not the 
case. I consider that your answers are very much to the 
point, and of course very well expressed, 

Now, on page 34 you make this statement at the 
beginning of the second paragraph when you are dealing 
with the report of the McDougall Commission: "The 
Commission/s statement that the payment of patronage 
dividends was 'not to be regarded as devices adopted by 
the cooperatives to avoid payment of taxes' was written 
with true patronage dividends in mind and before 
cooperatives made such prodigal use of the 'notional! 
payment of patronage dividends to enable them to build up 
working capital from tax-free profits," 

Now, do J infer from that that a true patronage 
dividend is a cash dividend? 

MR, HANSARD: Dividing up all the results of 
the ere operation I suppose would be the way to put 
it. Dividend means that to me, 

MR, STEWART::, Y88, but you regard it as a true 
dividend if it is paid in cash? 

MR. HANSARD: Paid in cash, I suppose to go 
along with the McDougall Commission, I would also concede 
or its equivalent, whatever that meant. Credit in a 
certain form but not withheld indefinitely. 


MR, STEWART: Looking at Dr. Patterson's brief 
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for a moment, starting at page 45, at the top of that pagel, 
Dr. Patterson, you say "In the case of the marketing 
cooperatives, payments may be made to members in cash or 
scrip, or both." Then you go on during the next couple 
of pages and you appear to be dealing with scrip not in 
relation to patronage refunds, but in the case of a 
marketing cooperative, to the initial and subsequent 
payments which are made by cooperatives to their patrons 
for the goods received, 

Now, my question is can you say whether the 
use of scrip for this purpose is common in Canada or 
whe ther in Canada normally the purchase price for the 
particular product is paid in cash? 

DR, PATTERSON: Entirely ineerens 

MR, STEWART: Yes. | 

DR, PATTERSON: Well, my impression is that 
scrip is paid. We can confirm that. I mean scrip and 
cash together, I can confirm it with the people here, 

MR. HANSARD: In payment for the products or 
paid as patronage dividend? 

Mite STEWART: “AL Ba nigit it goes further than that, 
If you look at the second sentence on page 45, it says: 
"Typically both cash and scrip are given as the initial 
advance to the farmer whose produst is to be marketed". 
I am not disputing this; I am just asking for information. 

DR, PATTERSON: I may be mistaken, but this was 
influenced by the United States situation, and it may not 
be that way in Canada. 

MR, STEWART: Perhaps we can leave this on this 


basis: Your treatment of the scrip payments goes for 
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about three pages starting on page 45, and if you or Mr, 


Gilbert could let us know by letter whether this is 
descriptive of the Canadian system or not, it would be 
helpful, 

MR, HANSARD: I know one instance I was 
consulted about another connection, in the grain business. 
A form of document is issued which has been referred to as 
scrip. It is redeemable and treated as cash, but the 
distinction should be kept between that kind of scrip and 
the sort of scrip that is t&sued as deferred patronage 
dividends, This is the same that is issued as partial 
payment for grain delivered. I think that is done in the 
grain trade. 

MR, STEWART: But that is immediately i 
negotiable?.:., 

Mm, FANSARD:. 228.5 Agua matter ef fact polwam 
not sure if the one I had to deal with was not negotiable, 
but was redeemable immediately. 

MR, STEWART: Redeemable on the demand of the 
recipient? 

MR. HANSARD: Yes. I know that that takes place, 

MR, STEWART: I don't want to go through these 
pages in detail, but I wonder if scrip might not be used 
in a different sense, 

MR,. HANSARD: ..L.am pretty sure that kind of 
Scrip is certainly not the same thing as the scrip we have 
been talking rather loosely about that is issued in the 
form of certificates showing credit of patronage 
dividends allocated, 


MR, STEWART: In the introductory statement made 
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by the Foundation this morning, the statement was made on 
page 6 that in effect patronage dividends are just as much 
a return on capital as ordinary dividends. Now, I wonder 
if you would enlarge on that, having regard to this, as I 
think we have discussed, patronage refunds are returns 

to patrons in relation to thetr patronage and not returns 
to members as members, 

DR, PATTERSON: The part that you are referring 
to --- 

MR, GILBERT: Page 6 of the summary. 

MR, STEWART; Of the preliminary submission, 

DR, PATTERSON: The patronage dividends are a 
return on capital, but they may also include a return of 
price if the purchasing cooperative has charged more to 
its members than the going market price is; that patronage 
dividend in other words may include not only the normal 
earnings of the cooperative but its price element too, if 
the prices charged to patrong,.have been high, 

On the other hand, you may have situations in 
which the patrongve dividend is less than it would be if 
normal price had been charged because the cooperative was 
charging prices below the going level in the markets, and 
there the patronage dividend would be entirely the return 
on investment and would even be in a sense a deficiency 
return because of the difference between what it was and 
What it might have been. Here we have an example of what 
is sometimes referred to as the pricing out preess that 
is available to cooperatives, and if you like, I could 
Speak on that process for a moment. 


MR, STEWART: I don't think I need bother you to 
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do that at the moment. We may come to that, but I do not 
think that I have made the point my question was directed 
to especially clear, I think we are agreed that the 
members and the patrons of a cooperative are not necessarily 
the same in a particular year. 

DE. PATTERSON: “c¥es. 

MR, STEWART: I a& a member of a cooperative 
might have an investment in the cooperative which; over a 
period of years, has become quite substantial, If the 
cooperative does pay a return on what is to the credit of 
my Share account or member's account, then that as I see 
it would be a return on capital invested. If in the 
particular year I am not a patron of the cooperative at 
all; I am nevertheless a member with a sum to the credit 
of my membership account, and the cooperative, pays a' 
patronage dividend or refund, and I, not having been a 
patron in the year in question, receive nothing by way of 
patronage refunds. Now, this statement of yours on page 
6 seems to me to imply that. 


DR, PATTERSON: Which brief are you referring 


MR, STEWART: Item 1 under Paragraph 10. It 
Seems to me to imply that all members all patrons and 
everything a patron receives is a return on capital invest 
ment, 

DR, PATTERSON: I don't believe it says just 
that. 

MR, STEWART: Well, it says that payments in 
accordance with patronage are a return on capital invested 


DR, PATTERSON: Yes, that: is ail right. 
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MR, STEWART: Now, does it not follow from what 


I have put to you that this is a return on capital 
invested in quite a different sense? 

DR, PATTERSON: That proves your question and 
you want me to respond to that? 

MR, STEWART: Yes. 

DR, PATTERSON: If I understand you rightly, 
you are saying that you as a member, because of former 
patronage have invested in the cooperative this year a 
substantial sum, and this year the payment of patronage 
dividends for this year's business you got none at all 
because you haven't dealt with the cooperative, and you 
are saying how is it then that I am an investor if I am 
not getting any return on my investment, because I can't 
get patronage dividends. I am not entitled to them, Is 
that your question? | 

MR, STEWART: No, My question is that this 
statement of yours seems to b e that patronage dividends 
are a return on capital invested. It seems to me that 
when we deal with patronage dividends we are not dealing 
with capital invested in the ordinary sense at any rate, 
but with a relationship under which the particular patron, 
because of the fact that he has dealt with the cooperative, 
is receiving, a payment of particular amount. Is that 


payment in the nature of a return on capital invested? 
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DR. PATTERSON: Subject to the qualifications 
of my earlier answer, yes, it is a return. It embodies 
earnings of a business process. The means available for 
making this return, even though it is through an 
allocation credit of some kindshas come from a business 
activity that presumably has added to the value of 
goods inprocess and it must be that. 

MR. STEWART: Then it is a return on capital 
invested in this sense you refer to the goods which the 
patron has turned over to the Co-operative as capital 
invested? 

DR. PATTERSON: No. I refer to the residue that 
has come about to the organization through its buying 
and selling or selling and buying as what is left over 
after paying of costs. It is what is called profit or 
earnings and it is the accumulation of those earnings 
during the year, if they do accumulate. Sometimes 
unfortunately they don't. It is the accumulation of 
those earnings that makes it possible to pay the 
patronage dividends, whether they are paid with the 
cash or whether in cash or credit, or all credit. 

MR. STEWART: Dr. Patterson, would it be the case 
that so far as the members' contributions of capital 
are concerned the capital invested in sue Co-operative 
are the amounts which are to the credits of their 
particular accounts? Would that be correct? 

DR. PATTERSON: Yes, if I understand you correctly, 
yes. | 

MR. STEWART: This will be part of the capital 


employed. 
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DR. PATTERSON: I suppose the reserves would be 
separated from that. May I ask a colleague? 

MR. HANSARD: I think there is a misunderstanding 
between the two of you. What you are getting at is 
there is no return on capital in the example you gave, 
on the capital ee by that particular co-operator 
who did not elect to do any business for one reason or 
another in a particular year? 

MR. STEWART: That is part of it, yes. 

MR. HANSARD: Our proposition is whether it is a 
return on his invested capital. It is a return on 
somebody's invested capital. 

DR. PATTERSON: I was going to add that in a case 
like that, I suppose if there are such cases they are 
bound to happen with millions of co-operators, at least 
a tendency for them to average out because this 
individual is losing in a given year, because he has 
not participated in a way that entitles him to a share 
in the earnings. Perhaps in another year he will gain 
a little more than he might have been entitled to on 
another basis. This averaging-out would go on, not only 
for him but in general, and there is nothing particularly 
wrong about this. It is understood and expected by 
people joining co-operatives, knowing unless they do 
patronize in a given year they get no return. It is 
another way of looking at it that it is included within 
the Co-operative. I think you have to sayif the 
co-operators know this can happen it is of their own 
choice. 


MR. STEWART: Let me ask you another question to 
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illustrate this same point. Suppose Mr. Jones joins a 
particular Co-operative in 1963 for the first time. Let 
us Suppose that he may become a member by paying twenty- 
five cents, so that his capital invested in the 
Co-operative at that point is a minimum. He is a patron 
of that Co-operative in 1963 and at some time in 1964, 
in relation to the operations of the Co-operative for 
1963, he receives, let us say, fifty dollars by way of 
patronage refund. Now do you say that is a return on 
his twenty-five cents? 

DR. PATTERSON: No, I don't. His quarter has 
certainly not earned that amount of return, as we all 
know. Someone else’ts capital, perhaps the gentleman in 
your preceding example, has helped to permit this, is 
giving this unusually large return to him under these 
conditions this one time. It is somewhat exceptional. 
It happens but it still does not mean the source of the 
fifty dollars paid to this twenty-five cent member is 
still earnings. 

MR. STEWART: I think Mr. Hansard has probably put 
his finger on it when it is said on page 6 that these 
payments represent a return on capital invested. What 
you mean is that they are feasible in part at any rate 
only because there has been an aggregate amount of 
capital invested in the Co-operative? 

DR. PATTERSON: That is right. 

MR. STEWART: Then I do come back to this that so 
far as the individual recipient is concerned his receipts 
are gauged by his proportion of the business done and 


not by his proportion of the capital employed? 
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DR. PATTERSON: That is correct, but the point that 
dominates so far as reference to income tax is concerned 
is that the source of these payments is business earnings 
of the corporation. 

MR. STEWART: Now under the present provisions of 
our Income Tax Act, as you know, we have this three 
per cent rule, the rule relating to the three per cent 
return on capital employed. One of the Co-operatives, 
at any rate, has suggested to this Commission in its 
brief that the earnings of a Co-operative properly so 
regarded shouid be treated as a part return on capital 
employed and in part a distribution by way of price 
adjustment, or call it what you will. 

I am not sure whether or not it was intended in 
that brief to put to the Commission that this three per 
cent rule was a fair rule or to leave with the Commission 
the idea that may be some percentage limitation of this 
sort would be appropriate. 

As far as you people are concerned I take it that 
no such provision would be attractive; that as far as 
you are concerned the profits, if they are to be 
regarded as profits, should be taxed completely and that 
to compromise the way the present Act does is not suitabl 

MR. HANSARD: Might I deal with that? I think your 
statement is correct. It is my understanding the three 
per cent rule was inserted as some sort of safeguard to 
prevent Co-operatives or other people paying out all 
their wealth in patronage dividends, so they put a limit. 
My understanding is the three per cent has proved 


ineffective as a safeguard and we don't think it is 
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useful. 

MR. STEWART: The next thing I would like to canvas 
with you is whether for tax purposes there is any 
reasonable method of classifying Co-operatives. The 
first point I would Like to raise with you is whether 
there are a number of small Co-operatives, small perhaps 
not so much in number of members but in volume of 
business, who might be reasonably disregarded for tax 
purposes? 

MR. HANSARD: Are you suggesting something along 
the same lines that there is a basic exemption where 
nobody has to pay tax? 

MR. STEWART: Well, you are suggesting.... 

MR. HANSARD: My own view would be you have other 
Small businesses that are paying tax and I don} t see 
why there should be a differentiation on the basis of 
size so far as Co-operatives are concerned. I think if 
they are earning enough income to be subjected to income 
tax they should pay just the same as other people. 

MR. STEWART: Now let us suppose consideration were 
being given to the elimingtion or the removal of this 
patronage refund deduction, and again let us start with 
the marketing Co-operatives, which are not of the agency 
type. Is it likely that if that deduction is eliminated 
any of the larger marketing Co-operatives of this type 
that exist will be split up into small units so that 
they can avoid tax, or in any event avoid tax at the 
higher rate? 

MR. HANSARD: This is something I have heard of in 


another context. I can't say whether there is a danger 


scalidatss tek iar aaae coh sti ees 
aqanted CLawa aeviteneqe-00 Linas te «4ednus 2 etn al 
*o omulov mt dud srodmem te vedmun at. doun oo Jon 

sav aot Belriageceth yidsneeset ed tity tm ow .anontaud 

i fassoqmyg 4% 

ghele yridvemoca gatiesyque doy. enh, sCHAGMAL «HM 
erenw aolvamex® sized s 6t susdd Jedt evatl omen odd | 


— 


{xsd yer o7 sad ydbedon — 
....Brtiaogave ate voy ,ifeW sTHAWITG . aM 
| «edveoaved voy od hiew wel ng UM GRABHAR aM 
| ese Job I bas xed galged ots teat segasnteud {fame 
| ‘eo etead sat me cotdstgamielith & ed blvoda eypods enw 
| th Malady I \, barrrsortes 918 aevistseizsqe-c) 26 .t81 of esis 
saeagt of beyoetdua ed ov smoont tigeens guimise ets yous © 
-efqoeq tendo. as ry gant, yeo blueda weds xed 


siow coltefebtsnce esogqua an Goi wok sTAAWATE. . iM 


) 
| 


atds to favomet ed? co pottgatatle odd of aevty acted: 


iui trade aw tel atage bam tettoubeb Dnales egsnoisagq 


Qomegs eo To son ots dotew ,oertdereqo-03 goidediem ends 
badantmtte ef cot¢evbeb dard th dad? eleokti titel .sqy 
oqve aldy le asvitareqo-00 gildetiem teg7el -ed? ‘bo. yas 
ded? ve atin ffene nial qu dilqe ed ti iakne say 
edt *s ust Dieve gneve qne al to ,xed blevs mao yeas B 


-" $6 , Sedat +8, ie 
ee a 


ot Yo Puan svat T antdvemoaat wha? | OAS me 


ie ss a Ae 


 teganh # af oved? todtedw yao dines I i 


ANGUS, STONEHOUSE & CO. LTD. 4031 
TORONTO, ONTARIO 


or not. I don't know whether you have anything on that, 
Mr. Gilbert. 

MR. GILBERT: It is a possibility but also invites 
the observation that Co-operatives as a whole should have 
some greater objectivity than simply avoiding tax. They 
should pay their share in the cost of running the country 

MR. STEWART; Do you people in your own minds draw 
any distinction between marketing co=operatives and 
consumer Co-operatives, the possible ground of distinctio 
I have in mind being this: A marketing Co-operative is 
presumably concerned with getting the produce of the 
primary producer to market. The consumer Co-operative 
may not be concerned with the primary producer at all. 
Many of them, I take it, are, but the evidence before us 
is that the consumer Co-operative is getting into the 
urban centres and dealing with people who are not 
primary producers in the ordinary sense. 

So far as you are concerned is there any feasible 
or justifiable ground of distinction between these two 
classes? 

MR. HANSARD: I think our colours are nailed to 
the mast on that one. There is a greater possibility, 

I suggest, of having what we call a true agency type of 
Co-operative on the agency side than there is on the 
other side. If there is that then there is no income. 
It is up to them if they want to get themselves in that 
position they don't have to worry about it. 

MR. STEWART: Is it reasonable to draw a 
distinction between the marketing Co-operative, which 


deals directly with the primary producer, and the 
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consumer! s co-operative which deals with the ultimate end 
consumer, on the one hand putting both those types into 
one category and on the other hand the wholesale 
Co-operative or the Co-operative which itself is engaged 
in a processing or manufacturing activity. 

MR. HANSARD: It still gets back to the same 
question of income. In my view if there is income there 
Should be taxation. 

MR. STEWART: I would like now to come for a moment 
to the question of pricing-out. In the summary which 
your Foundation read this morning on page 8, in paragraph 
18, you suggest that pricing-out might have been 
practicable in the early days. It was the essence of the 
Co-operative idea but that it could not as a practical 
matter be employed in the large commercial operations 
in which Co-operatives are now engaged. You refer in this 
connection to pages 108, 109 of your Foundation brief. 

I take it that the reasons for that statement are those 
appearing in the last paragraph on page 108? 

MR. GILBERT: Generally speaking, yes. 

MR. STEWART: And I put to you a statement with 
regard to pricing-out which was made by Professor MeIvor 
in his article entitled HRecent Growth in Canadian 
ease yaniatiny ale The vias in regard to pricing-out 
appears at the end of the article on page 38. He has 
previously discussed the pricing-out question to some . 
extent on page 37. He says at the end of page 38, after 
expressing the view that the term of patronage dividends 
is discriminatory, he says this: "It (referring to the 


deduction) is in fact discriminatory and its removal would 
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represent neither the complete disaster to the Co-operatives 
nor the complete solution for the private trade that 

it is commonly held to represent.’ What should give the 
private sector of the economy serious pause is that havin 
achieved the elimination of this tax discrimination they 
might well then face the prospect of the rapidly 
expanding Co-operative movement, having decided quite 
legitimately to commit itself through pricing-out methods 
legally effective under the private basis of operation. 
In the light of its fundamental philosophy could private 
enterprise indefinitely survive?" 

MR, HANSARD: That is a rhetorical question, that 
last one. 

MR. STEWART: Should I assume from what you say on 
pages 108 and 109 that this is a risk you are quite 
prepared to run? 

MR. HANSARD: If necessary. We don't think it is a 
risk that is likely to occur. It seems to me we must all 
remember if Co-operatives were operating on a true cost 
basis there would in effect be pricing-out. They don't. 

MR. GILBERT: I might say, Mr. Stewart, it is our 
observation that the Co-operatives need the patronage 
dividend to hold their customers and our proposals for 
tax equity certainly do not mean the end of patronage 
dividends. They would be issued on the same basis in 
the event of taxation as an ordinary Company dividend. 
after taxation. 

MR. STEWART: I admit they would but the amount woul 


necessarily be reduced by the amount of taxation. 
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MR. GILBERT; In the same way as stock is reduced. 

MR. STEWART: What about this possibility which has 
been raised that if they were faced with this type of 
taxation that Co-operatives might proceed in the closing 
stages of a particular fiscal period to grant price 
rebates so that their incomes for tax purposes would be 
reduced accordingly and then proceed to persuade the 
members to loan the moneys back? 

MR. HANSARD: There is a section in the Bonds Act 
that has some bearing on that. 

MR. STEWART: Have you any other comment on that? 

BR. PATTERSON: That could con¥eivably happen. 
Pricing-out is a phenomenom that can occur. In some 
respects it would be a wholesome development for the 
economy....perhaps I should say if it didn't go too far. 
Competitive or lowering price would be involved and from 
the point of view of the consumer that is very desirable. 
Of course, if pricing-out meant a very severe reduction 
in prices that could be upsetting to industry, at least 
temporarily, and quite possibly the ordinary corporate 
competitors would be very unhappy about it temporarily. 
I feel almost convinced that pricing-out would not go 
very far and many co-operators might not price-out at 
all for a variety of reasons. One is that in 
Co-operative history trading too close to the edge in 
terms of prices has brought disaster to many 
Co-operatives. They know that ambitious management 
wants more and more assets as rapidly as possible; very 
naturally because management itself will benefit in 


better positions, promotions, larger salaries and so on. 
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In some respects...I don't mean this derogatorily.. 
there is some difference in interest between that of 
management of a large Co-operative and its owner members 
in this rather mild respect. I believe that Co-operative 
management would not be inclined to go very far with 
pricing-out . I have heard many comments over a number 
of years from people who believe the Co-operatives should 
lose this special tax advantage and it has been indicated 
they don't believe that pricing-out would be particularly 
harmful either to the corporate competitor or to the 
economy as a whole. 

MR. GILBERT: Relative to your question, Mr. 
Stewart, about the prospect of price adjustments during 
the fiscal year: There are presently instances of this 
kind operating in Canada. They are not Co-operatives, 
they are called apparently Buying Groups, which perform 
a wholesale function insupplying goods and materials to 
retailers. They are not competitors but this is the 
essence of their operation. 

MR. STEWART: These are people who buy and obtain 
quantity discounts because of bulk buying? 

MR. GILBERT: Yes, at a laid down cost plus a very 
nominal percentage. If there is a residue of earnings 
accumulated during the fiscal year this is adjusted in 
the form of a price adjustment by the members and this 
is part of the competitive situation which in the retail 
industry is being fought and met daily. 

MR. STEWART: Let me switch now to the position 
outside Canada. Do you know of any country where 


Co-operative activity is on a substantial scale where 
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corporations? 

DR. PATTERSON: I don't want to pretend to know 
very much about the foreign situation outside of the 
United States but I understand that cé=seperation is on a 
large scale in quite a large number of European countries 
and I understand that the patronage dividend allowance is 
common there.......France, Sweden, West Germany, Norway... 
I believe that that is not unusual because they have been 
treated especially liberally in countries like Sweden 
because of the ideology involved. Sweden is considerably 
further to the Left than our countries are. I don't know 
whether it is fair to mention Russia. Of course the 
co-operative business is on a grand scale. The reason I 
feel it is unfair is because it is an entirely different 
environment, and entirely different signification. Itis 
only because the matter of co-operatives in foreign lands 


was raised that I mentioned it. 
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MR, STEWART: I take it, Dr. Patterson, in the 
United States patronage dividends are deductible, but 
under the recent amendment only if they are paid as to 
20% in cash? 

DR, PATTERSON: That is correct. I would like 
to say that the situation in respect to taxation of 
cooperatives in the United States is in many ways similar 
and comparable to that problem here in Canada. The 
history is somewhat parallel. It goes back farther, and 
has met with the same kind of disagreement cooperators 
and those who feel they are injured by the cooperative's 
tax advantage, Congress has looked at the question many 
times and held long hearings. 

Not until 1962 was any steip taken of perhaps 
major significance to modify this tax advantage. An 
attempt was made in 1951 in which Congress thought that 
it had so arranged the statute that a tax would be paid 
either by the cooperative or by the patron members, [In 
any case, the arrangements were such that that would 
occur, and its presumption was that the long-standing 
treasury regulation that required payment by the recipients 
on the patronage dividend. receipts would continue as it 
had for many years, and as it still exists here in 
Canada. That is, the cooperatives if they did not pay 
patronage dividends would be taxable on the amount not 
distributed of their earnings. If they did, or to the 
extent that they did, then the recipient would pay the 
tax at whatever particular rate was applicable to the 
particular recipient. 


Then in the middle of 1950, what was called 
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the Carpenter Decision, and some other subsequentecourt 


decisions, found that if the paper representing the 
patronage divid@nd had no fair market value because it 
had no maturity date or paid no interest or was in other 
ways not very desirable as an asset, in that case it 
could not be considered constructive income, and there- 
fore was not taxable, and the situation resulting from 
that, to Congress! disillusionment, was a very great deal 
of the earnings of cooperatives escaped tax in both 
hands. Cooperatives would allocate the earnings and 
paper of no fair market value, and the recipients, throug 
court decisions did not have to pay, so that was really 

a bad situation, and it lasted for a decade, Well, 
anyway for a number of years. 

Then finally Congress passad the 20% provision 
that you refer to, and it is a complicated arrangement 
if you take into account all the refinements that are 
involved, mt it is essentially simple to explain if one 
bears in mind that it has creatéd problems for the 
cooperatives and for the treasury both in compliance and 
in administration, and with your permission I would like 
So that I can make as accurate a statement as possible, 
I would like to read this little bit that I have here 
describing the situation as it is at present inthe 
United States, 

Under the 1962 law, the cooperative éould 
deduct patronage dividends paid in cash or property. It 
could only also deduct allocated patronage dividends of 
which at least 20% is paid in cash if (1) the patron 


redeems the remainder of the allocation of cash during a 
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90-day period after issuance and receives written notice 


of this option at the time he is notified of the 
allocation, or (2) if the patron can consent in one of 
the following three ways to pay income tax on the 
allocation made to him: (A) By individually consenting 
in writing befre he receives the allocation that he will 
treat allocated income as being received by him, (B) by 
joining or continuing to be a member of the cooperative 
that has adopted a bylaw requiring members to give 
consent, and (C) by endorsing and cashing a cheque which 
has clearly imprinted on £Bsthat endorsing it and cashing 
it will constitute consent for paying income tax on the 
total amount allocated even though the cheque amounts to 
only 20% of such sum. If 20% of the allocation is paid 
in cash and the patron has consented, then the allocation 
isselassified as being "qualified", and is deductible 

by the cooperative, but it must be included in the income 
of the patron for tax purposes if it arises from the 
business activity of the patron, consumer, cooperative 
patron, 

MR, STEWART: Is there anything in the United 
States corresponding to our 3% °ruié? 

DOR, @ATTERSONereNo vite re: a snot : 

MR. STEWART: Now, I observe on pages 36 and 37 
of your Foundation's brief that in the United Kingdom the 
condition is essentially this: Cooperatives are allowed 
a deduction for patronage dividends only if they are 
paid in cash, but the patronage dividends are not in any 
event taxable in the hands of the recipient. Is that the 


situation? 
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MR, GILBERT: That is the situation that we 
described. 


MR, STEWART: Now, a number of methods of 
attempting to equate the tax position of cooperative 
corporations and other taxable corporations may exist, 
but one which has been suggested at these hearings on 
other occasions is that what might be done is to permit 
a deduction of dividends paid by ordinary corporations in 
the computation of their income for tax purposes, and to 
leave the deduotion in respect of patronage dividends of 
cooperative corporations as it now is. Would you people 
have any comment to make on that alternative? 

MR, HANSARD: I think our position in respect 
to that would be that we are here to some extent ina 
dual capacity. We are here not only as taxpayers, but 
also as citizens, and to the extent that that solution 
would seem to dry up one present source of revenue which 
our Government presumably needs, that is not a practical 
solution, I haven't explored it very; far. 

MR, STEWART: Another suggestion has been made 
and which I suppose might become particularly pertinent 
if the rules were changed and pricing-out tactics were 
initiated by some cooperatives, has been. that cooperative 
might be taxed not in the same way as the ordinary 
corporation but through a turnover tax which would be 
appticable to their gross receipts. Have you any comment 
with regard to that type of alternative? 

MR. HANSARD: It is a new one eae me,’ but I 
think the answer must be if that kind of taxation produce 


a different burden on those competing entities than is th 


a. 


pil sa dey ; 
mt : , a oo 
ovo | 


ew 32621 pottoudse ecisral zea? © 


to aboariten to tecmma e& , WOU TAAETS are. Biwi i. 
tiisseqghes Yo muelateoe ano aft agaupe of gntiqaagda be 
Cs 
_teixe yor sorodioNU eidGxed <2 igo be enalvecogras — 
No agilcewt sesdt oa) ded onaue fead ene olde eno Ind 


; tires © t orfeot ed @riutw zertw Sedy «2 eaolesdo0  TadtzG) 


el gant g “fofitar Ning Bbnebhivid to nobzotbed & 


mige oF sued etc bw druid, ad htsow Jade ov 

; xed. @s yl: 7 97Sh bp aW ©, ysiseqas Leup 
id tracxe spf) of ban . feats ee Osis 

qa Yt of mesa Bisow 
~wiBiotgG Montreved wo) 
i bevolqxe T' neve Tt. «,ael7utes 


i , 4 a ‘> —- Pn ‘ * 4 emET 1] wns 
3 1 iv OS ig TA + aA Le PP 


ioL2* an0oed Goyke esdqgue { Aoldw Ones 


Tew asin oft TZ 


+ 
€ 
u 
e 
re 


ger isruis ® Jot? mesd eat .eevidareqoos onda qd Savatiial 
ro oil? 28 Tw omse Ais al Son bexs? o¢ Jaggi 

. bivew coleiW aad tevonwwds « danvouwdy god Bolsesaqa@s 

| : 

soe uveH: ,agqlecet asoay that? of. eldssiiqge 


tovttgawmela too oqyd) Jaded oF Drapes Ade 


-4 
o 


lw ao wea © @f 3E degree ™ 


WbOR,. Hols oxey te beth est of ‘ed uae towaas ord we det 
i et. = woe 


ab fers ast ba ant jean? bas + 0 he laa ah a aes 
> iawn ae rye a ; 
es = iy ae a Se Vr 6-2 tan 


ANGUS, STONEHOUSE & CO. LTD. Hol 
TORONTO, ONTARIO 


burden on the ordinary business, there would be still the 


objection. I don't know what it would produce, but it 
Seems to me in order to place everybody on an equal 
competitive footing, both might object to the same kind o 
tactics, 

MR, STEWART: I said earlier on today that I 
would come back to the question of growth of cooperatives, 
and I should say that in the representations which were 
made to us last week on behalf of the cooperatives, the 
position was taken that in the last few years at any rate 
the growth of cooperatives had not basically exceeded the 
relative growth of non-cooperative business. 

Now, I think it is perhaps pointless for us to 
discuss this. your submissions are perfectly clear, ;that 
the. percentage of business which goes to the cooperatives 
in both the producirg and consumer cooperative spheres has 
been steadily increasing. I think I might simply point 
out to you that they disclaim or Geny this, but ££ take 15 
that all you can do is rely on the figures which you have 
put to us, the tables and so on which you have put to us 
in the brief? 

MR, HANSARD: And also we would rely on the 
fact that the Commission undoubtedly has access to a lot 
more information than we have, and we are satisfied to hav 
the position checked. We think our figures are correct 
and the sources were given, That would be what we say 
about that. If we are wrong, we are wrong, but I don't 
think so, 

MR. GILBERT: There seems to be some confusion i 


the statements of cooperatives regarding their growth rate 
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I have a couple of extracts I would like to refer to. 
Ge The Saskatoon Star Phoenix of April 23 containe 


the following new item with reference to the Congres of 
the Cooperative Union of Canada: 
"Rapid growth of the cooperative movement has 
brought an increased need for training of 
directors and staff, Harold E. Chapman, Principal 
of Western Cooperative College, said here today j" 
Two days later,oon.-April 25th, the following appeared 
in the Star Phoenix: 
"A working paper distributed as the Cooperative 
Union c Canedea Compress here says 'some very 
Wtsieading statementS and monographs! have been 
published on the growth of cooperatives in the 
Canadian economy. 
The truth, unfortunately, appears to be that 
cooperatives have not grown ahead of the genera 
economy in the post-war years but have barely 
managed to hold their own," 

The 1959 Annual Report of Federated Co- 
operatives Limited of Saskatoon had the following comment 
on cooperative growth: 

"Consumer cooperatives are growing! This is 
already apparent from the higher sales volume 
recorded by Federated and its members, But, 
there is a key question that deserves a enaoe 
Are Cooperatives growing and expanding faster 
than the overall economy of -pur es 

And then they quote figures. ene 


figures on total retail sales for 1958 and 1959 for the 
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Provinces of Manitoba and Saskatchewan reflect 4,8% 
increase, and cooperatives for the same period reflect 

an increase of 11.1%. The statement goes on exploring no 
only the recent growth but the prospects of future growth 
of cooperatives, so I submit to the Commission that the 
statistical data, the appendix to our submission, in fact 
tells the story of the remarkable cooperative growth in 
both marketing and the consumer section. 

Of course the other form of business organized 
in a cooperative way is the credit union and Caisse 
Populaire, and this growth has been even more spectacular 

MR, STEWART: Now, Mr.Chairman, I think those 
are all the questions that I would propose to put on 
cooperatives as such, JI have a few that I would like to 
put on the portions of tx Foundation's brief that relate 
to credit unions, and it may be that before I get into 
that you or some of the other Commissioners may have some 
questions on cooperatives, 

COMMISSIONER GRANT: I have one, This is to 
get my. own mind straightened out or settled to some 
extent on this great problem. It has to do with the 
operation of the agency theory, I take it that the 
agency theory applies to the marketing of a producer type 
co-op as distinct from the price adjustment theory which 
has more reference to the consumer type of cooperative. 

AS I understand the discussion of the testimony 
or the evidence, whatever you wish that has been given 
here today, a true agency you would agree exists if the 
cooperative markets a member's goods and receives only a 


fee or commission forthe sale of the product for its efforts. 
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MR. HANSARD: I think that is so, 

COMMISSTONER GRANT: Now, I believe that you 
would go so far as to say that the members of a Co-Op 
reach an agreement --- they enter into an agreement rathe 
with the co-op under which they say "You have the right 
to market our products; if in the process of marketing ou 
products you receive more from them, from the sale, than 
you have agreed in the first instance to pay us, that 
you take from that your commission and that you remit to 
us on the basis of our patronage the surplus that 
remains,” 

In other words, members or patrons can make suc 
an agreement with the cooperative company and that does 
not breach the agency principal, up to that point. 

I would like to know as to whether or not we 
reach a stage where the agency principal is breached, 
or when we reach tmt stage it becomes a question of the 
degree of control which the co-op exercises over the 
product I take it. 

MR, HANSARD: When the co-op ceases to act for 
the account of the producer, of the member, and starts to 
control it for it its own account and starts to do 
business with it, then it is getting away from the agency, 
but it is hard to put in words, 

COMMISSIONER GRANT: And it is very hard to 
know just where the donkey's tail ends and his backbone 
begins, 

MR, HANSARD: That is right, We think there is 
very little tail left on the donkey. It is all backbone 


these days. 
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THE CHAIRMAN; Will you carry on, Mr. Stewart? 

MR, STEWART: Yes, Mr’. Chairman. Gentlemen, 
in your Foundation!s brief commenotip- at page 88, you 
deal with credit unions and Caisse Populaire, and at the 
bottom of page 90, you suggest that the credit unions of 
today have become a closely integrated and highly 
organized network of competitive financial institutions 
which span the nation from Newfoundland to British 
Columbia, You then go on, commencing on page 91, to deal 
With the Central Credit Unions and the Provincial Credit 
Union Leagues and the Cooperative Credit Societies. 

| When you object, as you do, to the tax-exempt 
status of credit unions generally, is there again in this 
sphere a possible distinction to be drawn between the 
Small credit union which deals direct with the individual 
saver and borrower on the one hand with the large 
organizations of the type which are dealt with on pages 
91 to the top of page 95 of your brief? 

MR.GILBERT: We would think ae in the same way 
as your earlier comparison this morning referred t 60% of 
cooperative organizations having 200 members or less, We 
feel that no distinction in tax treatment should be made 
for cooperatives or the operations of credit unions 
because of size, 

Taxation legislation at the present time provides 
graduated rates for corporation tax on profits. 

It is our submission that in the case of those 
cooperatives and credit unions who earn income, that they 
Should be exposed to the same tax treatment as the 


ordinary business with whom they are competing. 
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MR, STEWART: Then I move on to the bottom of 
page 99 of your brief where you suggest that these 
organizations are very definitely in competition with 
banks, trust companies, savings and loan companies and 
finance companies, You say that the services the credit 
unions render do not differ substantially from those 
rendered by ordinary financial institutions, and in many 
respects they are identical. 

I take it that your approach to this is that 
these credit unions are engaged in income-earning 
activity, and therefore from a taxation point of view the 
fact they may have a very close relationship with the 
members --- much closer than one of these other 
institutions is likely to have with customers of the same 
type --- these facts should be disregarded? 

MR, GILBERT: We are not eee we that these 
facts shotild be disregarded as part of the credit union 
movement, The issue is one of taxation, I might suggest 
however, that the rapid growth of credit unions and the 
growth of their membership is getting to be such that I 
would suggest tothe¢Commission that the past relationship 
that exist@d in earlier years may be getting farther and 
farther away from the credit union operation created by 
the growing members, 

MR, STEWART: This obviously depends on the 
credit union, I take it. Some are small and serving the 
same type of purpose as they did originally, and others 
are much larger and I suppose necessarily more impersonal, 

MR, GILBERT: That is right. 


MR, HANSARD: Isn't the position this, Mr. 
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Gilbert, that up until a relatively short number of years 
ago credit unions were all operating mone or less on a 
small and local basis, using 6lastic terms it is true, 
but they were not of much significance in the financial 
world and that would have been the case no doubt when the 
McDougall Commission was going on. Do the figures you 
have on growth relate largely to the period frtom 1944-45 
to date? 

| MR, GILBERT: Yes, they do, and this is shown 
I think in a very staptling manner in thé 1963 publicatio 
of International Credit Union Yearbook where they 
produce figures for Canada, the United States and other 
countries, indicating a tremendous growth since 1957. 
We have used some of this material in our charts, 

MR, STEWART: On page 100 you suggest that the 
effective rates of interest charged on loans by credit 
unions are similar to and in some instances higher than 
those charged by the banks. My recollection is that the 
Ontario Credit URzen League which has already given 
evidence before this commission considered that their 
effective loan rates were lower than those of their 
competitors, 

MR, GILBERT: When they spoke of competitors 
to whom were they referring? 

MR, STEWART: Well now, Mr, Gilbert, I am 
afraid I cannot specify that at the moment, It would be 
on the record, of course. However, I do lmnow that we did 
discuss among other things the effective rate on personal 
loans by banks, 


MR, GILBERT: Yes. As a matter of fact some of 
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this material has been lifted right out of the submission 
to which you refer, and twe draw attention and make a 
Statement for the simple reason that comparison of these 
rates, which may range from 8% to as high as 1% per month, 
were not always compared favourably with chartered banks 
which might be one of the competitors to which they were 
referring. It is true that the chartered banks are in 

the small loan businessute@ay and they have various plans, 
but it is also possible to borrow from the banks on the 
strength of favourable credit application and ability to 
repay at an effective rate of interest, 6%. 

We have referred in this brief in the case of 
Small businesses,in some cases we understand credit unions 
‘and particulady Caisse Populaire, make ldans that, throug 
recently enacted Government-guaranteed loans for small 
business, the effective rate would be 53%, so I believe 
in this way we do substantiate this statement in our 
submission, 

MR, STEWART: At the bottom of that page you 
refer to the large number of branches which the chartered 
banks had across the country, Do the credit unions not 
Claim that notwithstanding this they, that is the credit 
unions, provide services in some areas where those 
Services would not otherwise be obtainable? 

MR. GILBERT: This is possible, I could not 
verify the claim of the credit unions, but for the 
purposes of our submission, With the network of not only 
chartered banks across the country but secondary financia 
institutions of all kinds, there are very f evi regions in 


this country which are so remote that they do not receive 
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the Services of our ordinary financial institutions. 

I can think of various provinces -- British 
Columbia --- where § settlement is very sparse, and to 
my own knowledge no matter how sparse the settlement 
might be, within a radius of 40 to 50 miles you would 
find a chartered bank doing business for the general 
public, I have not noticed or observed, or perhaps I 
have overlooked a credit union operating in such an area, 
so this statement which is attributed to the credit 


unions could possibly be considered both ways. 


| _ 


7 " 
‘Raniitag _sBoretdo.a0 bastt0n, os overt I ee ; 
give ne > nat atop Maha ¢tbee 3 @ baloalwevo. avait Bay 
gihew 9d od. bogus tits ec Aatdn tronotete att ah le 

<BYyse stow hattebiadao = Ydlesoq hls, eo Lat | : 

i we les 
2 Ours ‘ 

ee 2 le 

: ‘a 

ie 

las 

: a se 


ANGUS, STONEHOUSE & CO, LTD. 4050 
TORONTO, ONTARIO 


MR. STEWART: Now, Mr. Gilbert, earlier in your 
brief you categorized Credit Unions as one form of 
a Co-operative. When you suggest that the present tax 
exemption of Credit Unions be removed are you suggesting 
in effect that they be taxed in the same way as other 
Co-operatives? 

MR. GILBERT: We are suggesting that they be taxed 
in the same manner as their joint stock competitors 
within the same industry. 

MR. STEWART: In other words you are suggesting 
they be taxed in the same manner as you would like to 
see the Co-operatives taxed? 

MR. GILBERT: Precisely. 

MR. STEWART: Those are all my questions, Mr. 
Chairman. 

THE CHAIRMAN: This has been a very complete 
review of the subject, I think. I am very greatful to 
you, gentlemen, for the complete manner in which you 
have replied to our inquiries and for your excellent 
documentation. We, like your organization, are most 
concerned with regard to equitable taxation in Canada 
and I can well sympathize with the fact you feel there 
may be some inequity. I suppose this is not the only 
area of inequity. There may be others. You have 
addressed yourselves to one in particular. We shall 
certainly be concerned with trying to sort out any 
difficulties with regard to the taxation on corporation 
income. I think there is very clearly a difference 


between corporations in business and individuals in 


| 
| 
| 


hwned ed gens sant gniteoggue ere oi PAWS IO aM 


_ ov loideers yiov ms Z .oletay I .doeldue edt Te welver | 


soa ta aw ons ah et boxad oa yedt aie 
. ee 


~ 


ae) 

akeat3eques Sood dntol wred? a6 wetuse amsa ott at 
oerdavbat omes odd cams 

‘itvecague sts voy altrow ‘redvo a PPHAMETS AM 
of oft Sfnew voy as <ocnem emsea edt at bexad ed yes 
| tbaxe? sevidsereqo-o) edd ese © 

‘Yfestocext ¢THISITO . AM 

,1 ,aneliesup yo fn ots ened? 1TRAWETS . AM 
» mamelen) 

etelgmes yesy 6 aeed 84 elaf ¢WAMAILARO SHT 


wey dotdw at t9ennem sdelqueo afd tot rocreltaag vary 
tomtieone tdey tot Bree selstupat mo oF Betiqet eved 
Jeon. ets ,fiotsssliuagno 290Y eatit ,ow ”  Moldataommoeh 
shenad af notdaxad sidatiupe of baager atiw Semreeses « 
sreoft Leet voy fost edd dtiw oatdtagaya Liew neo I bas ~) 
Yins ets 7045 at alsid enoqawe I .ytiwpent somos ed Vem 
evel voy .ssaddo sd yam etext? .¥Ciepent Te sets 
[fede s# ,wiselivag al sho ov asylsatuey benasthhe 
(re Jue Jnon of ape dttw bemteonoo od qinterses 
patdmendese ne noltésxe? ed? of Duaget ddiw eoltely: 
ponstseTLIh &« ulaaelo yey at orend ints ZI ss 

ni elswbtvifat bas caulnee nt aqoidstoqres 


i oe 
a 


oe | ao 


ANGUS, STONEHOUSE & CO. LTD. 4051 
TORONTO, ONTARIO 


partnership in business. One is double taxed and the 
other doesn't have a double tax. It may be that one is 
taxed more than the other. That is something I am not 
prepared to sound off on now. It looks to me as though 
they are not taxed the same way. If your organization 
is pursuing that any further we would be delighted to 
have anyvassistance you can give us. It is an extremely 
difficult problem. 

I think you have been very helpful to us and I 
appreciate your attendance and the work you have done. 
Thank you very much, Dr. Patterson, for returning to 
Canada and for your time and assistance. 

DR. PATTERSON: Thank you very much, gentlemen. 

MR. HANSARD: Thank you, Mr. Chairman, we have 
had a very pleasant hearing. I don't know whether I 
fully appreciate the point you were raising last but if 
we can be of any help we would be delighted to do what 
we can, sir. 

THE CHAIRMAN: We will stand over until 9:30 on 


Tuesday, October 15th. 
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Ottawa, Ontario, 

Tuesday, 

October 15, 1963 
---On commencing at 9:30 o'clock a.m. 

THE CHAIRMAN: Mr. Gelber,are you gentlemen ready 

MR, GELBER: Yes. 

THE SECRETARY: Mr. Chairman and Commissioners, 
the first brief this morning is being presented by the 
Canadian Conference oi the Arts. My, Arthur Gelber, 
President of She Conrerence;, is here pefore you this 
morning, Sogether with Mr. Philip Torno, Vice-—President, 
and Mr. D.Y, Timbrell, member of the National Executive. 

LMWOuLa Like Ce enter this Draer Unto tHe record 
as Exhibit No. 224. 


---EXHIBIT NO, 224: Submission by the Canadian 
Conference. of the Arius . 


Mr. Gelber.will say a few remarks in introducing 
eae pol eL.. 


SUBMISSION BY THE CANADIAN CONFERENCE 
OF THE ARTS 


APPEARANCES; 

Mi. Arthur Ceiher, President 

hit, -oLlip Torne, syvice-~President 

Me. D.Y. cimbreii, Member of the National Executive 

7oe CHAIRMAN: Ihank you, Mr. Secrétary. Mr. 
Gelber, we are all very sympathetic to the Arts and we 
would just be delighted to recommend anything you cere to 
put before us. JI think, however, we ought to test them 
before we do. We hac a chance to Pead this brier se 
it will not be necessary for you to read it, Before 
we eddress questions to you is there anything you would 
like to say to us? 


MR. GELBER: Not necessarily, sir, uniess you 
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would like to have some idea as to the makeup of the 
organization and the purpose for which it was created, 

THE CHAIRMAN: Yes, you might tell us something 
about the Canadian Conference. 

MR, GELBER: Shortly after the end of the War 
there was a conference at Kingston at which most of the 
Arts organizations and people interested in art assembled 
to discuss the position of the arts in Canada relative 
to their own stature end status. The question of 
sovernment interest in the arts was discussed. As a 
result of that conference an organization was created 
called the Canadian Arts Council made up of the National 
Arts Organizations. The purpose of it was besically 
to lobby and publicize and propagandize for government 
interest, and support in the arts, The result of their 
particular effort, plus other efforts, was the creation 
of the Massey Commission, which issued the report on the 
arts, socf@al science, and humanities. 

Following the Massey Commission report the 
organization concentrated on publicizing the purport of 
the Massey Commission and the need for establishment of 
of such an organization which was eventually created in 
the terms of the Canada Council. Following the 
establishment of the Canada Council and at the suggestion 
of the Canada Council the organization changed its name 
from the Canadian Arts Council to the Canadian Conference 
ofethe Arts. 

During this time it has included every 
organization which has either been established since 


the Canadian Conference or were there at that time plus 
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some local arts councils. We feel that we represent 
the majority of the arts organizations across this country 

Although the problem contained in this brief, 
for the purpose of this brief, does not necessarily 
seriously affect all the organizations the majority are 
seriously affected by it. It is for this purpose that 
we heave presented this brief to this Commission. 

THE CHAIRMAN: The ones listed in Appendix A 
are dues paying members. 

MR, GELBER: Quite right. 

THE CHAIRMAN: Beyond that you feel you can speak 
for the Arts in general because there are many 
organizations beyond Appendix A? 

MR, GELBER: We feel if we get to the local 
community or city or provincial level we can bring in 
practicaitynevery arts organizations that exists, We 
feel it is best served by representing on the national 
level. The Art Council are representing most of the 
art organizations on their own local level. 

THE CHAIRMAN: Thank you very much. Now your 
recommendations are contained on page 5 and supported by 

the preceding pages and I think what we might do is deal 
with them one by one. There are four in number. The 
first is: "That, for individuais, the limitation for 
charitable donations be increased to at least 30 per cent 
of income and consideration be given to removing it 
entirely". 

To the best of my recollection the average 
donation of individuals, which is not a very good measure, 


is something between two and three per cent. Do you 
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“euet 


1] happen to remember? 

Z MR, TIMBRELL: We find it difficult to discover 

3] the statistics for individual donations. They are groupeld 
4) together in medical expenses and charitable donations. 

§]| Rough calculations suggest the level of ind: vidual 

6] givings mey be four per cent. 

a THE CHAIRMAN: There are some individuals, I 

8] assume, that give beyond 10 per cent of income? T have 

9] been rather impressed with the fact that I have hea?d 

10] suggestions before that it go beyond 10 per cent. I would 
11) heve though the suggestions had come from people vho 

2). neve made. tax free capital gains, although I cannot 

13) distinguish. They are the type of people who might have 
14) mode the suggestion. If that is the case I can see very 
15) iittle reason for increasing the deductible amount unless 
16) one believes if he gets income tax free and turns around 
17| end gives it awey he should get a deduction from the 


gy, other part of his’ income for giving it away. IT would 


20 MR, GELBER: We did have concern with those, We 
21|| believe there are a considerable number of individuals 

22) in this country whose position on charitable donations 

one exceeds the elicowable-10 per cent. On an idealistic 


244 or altruistic basis, although the total average may not 


25] reach 10 per cent, those thet are prepared to give of 


26) their income for this purpose should be given some 


27) particular encouragement to support it. The Arts are 


yeu, not supported by a large section of the population but a 
29] more concentrated part of the population. It is growing. 


30|| Those who have hed to do with campaigns over the years 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4056 


have recognized that in the last five years there has been 
quite a swell in the income free charitable donations. 

We find the cultural organizations are at the low end and 
more money might be available, particularly for the people 
in the high giving bracket, if there was the possibility 
of such 2 limitation and that the ;ercent be raised to the 
30 per cent level. 

THE. CHAIRMAN: You surprise me, Mr. Gelber... I 
heave been seeking information or confirmation of the 
statement that some people give more than 10 per cent of 
their. income. That ig .cout of income not out of other 
geins. 1 bawe.faited to wind any, In the case of the 
corporation it had something to do with increasing the 
deductible.dimite-from 5 per cent to 10 per cent. Even 
theugh the corporation totais are extremely disappointing, 
being one-quarter of one and one-half, there was 
evidence thet companies are giving away more than 10 per 
eenu, I have heerd it said that individuals give away 
10 per cent. I have never yet heard one say that he 
gave eway more than 10 per cent of the income received and 


separately taxed. It may be that they are. 


MR, TORNO: There is a two-fold aspect in this. 
We must agree, of course, with the comment you make that 
the nationel average individually is low and there are 
only 2 limited number who do give up to 10 per cent, 
We must recognize we do have some tuoividuets pao ey g 
enough to go above it and who would be willing to give 
more than 10 per cent if the provision were made for that 
to be possible and out of such large gifts would come 


the foundation for some of the objectives that we seek. 
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There is really no harm in permitting greater 
bhan 10 peri cent pax provision: TT yl? sie crit Wamite 7 
advatange of there is no loss in revenue. i? iSe26 weed 
advantageously something beneficially will have been 
gained, Perhaps this is the most important thing. This 
is what has guided us. By providing through legislation 
if we can achieve it, larger permissive gifts perhaps the 
community may be encouraged to give more generously then 
it does now. 

MR, TIMBRELL: We are talking about a very few 
people who are .<t the 10 per cent limitation. 


THE CHAIRMAN: I thought I hed dismissed the 
MR, TIMBRELL: I wanted to make that point 


THE CHAIRMAN: l Chine 2 Would Péeeira 1auvie 
more in agreement with you if it were not-for the very 
high rates of progressive tax. The people you speak of, 
who can be well in the tax rate of progressive taxation, 
are in part saving very little by their substantial 
gifts. If one opened this up I think I would agree 
they might give away more money but I would suspect thet 
in their giving they would recognize that it was costing 
them 30 per cent of the gift and the balance does not 
eome out of the Arts, the balance comes out of other 
taxpayers, 

thin one ‘has “get to’ be "careful snd say thet 
there is a cost, You Nave indicated there “is nota cost, 
I suggest there is a very reel cost, Meavoe 10 per cent 


is unduly restricted, IT am very dubious it ought to be 
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ANGUS, STONEHOUSE & CO. LTD. 
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MR, GELBER: I know people personally who ere 
sffectied? by» the. 10, per cent, 

THE CHAIRMAN: They are not giving away capital 
gains. 

MEN? GELBE Rss Noes the yt doxeiven oute of eapitiel . 

COMMISSIONER WALLS: is it not a fact thet they 
emul di gives 2Ospers cently ands hoide LO. pexi cent! for Sheanext 
year? if dnrencegear they wentedi Toi go: beyondad O per 
eent they could give 20 per cent and hold 10 per cent for 
tres nents yecur se tax . Am correct’ in that? 

MR, GELBER: Yes, that is a one time situation. 

THeeCHitaRMAN: It is net quite, Mr. Geiber. 1¢ 
is true you cannot carry it for more than one year. if 
you use it up in 2 subsequent year you can carry it 
forward. 

MR, GELBER: There must be an accounting some 
time, 

MR, TIMBRELL: Someone who gives more than 10 per 
cent every yeer is not going to get the full deduction. 

MR, TORNO: I wonder if it would be approrpriate 
to discuss en aspect I was holding for discussion with 
our second recommendation? 

THE CHAIRMAN: By all means, go ahead. 

MR, TORNO: You raise the point that the monsey 
would be given at a higher income tax bracket and 
therefore at very little cost to the individual. I am 
thinking of this in terms of corporations, which we will 
be dealing with shortly. We are not thinking of it in 


terms of the revenue, not of the giver but the beneficiary 
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who will benefit from the gift and to the extent that ther 
has been a growing tendency for the public generally to 
feel that the moneys are taken by taxation and turned over 
to government agencies who in turn distribute that money. 
We are losing more and more of the right. We haven't 
lost the right but the desire to personally make the 
choice of where to make such gifts. Frankly, I would 
like to see some counter balance to this activity on 

the part of government where the individual or the 
corporation might have an incentive or desire personally 
to express where he wished to give his money and encourage 
the charity of his choice rather than leave the choice to 
government agencies. 

THE CHAIRMAN: That sounds like the argument we 
get in favour of doing away with charitable organizations 
entirely. We £.98 had that put to us by well-meaning 
individuals that there is no incentive by way of 
deduction. I think thet is over-stressing it. I have 
heard that more than once, perhaps more than twice. I 
can't remember. 

In paragraph 2 it is suggested that gifts up to 
two per cent of the tax payable by a corporation be allowe 
as a deduction from tax, provided that the total gifts 
exceed 2 per cent of tax payable, and for any excess the 
present deduction of 10 per cent of income remain. 

I guess you deliberately did not say the extent 
of the excess over two per cent of the tax payable by way 
or gifts. 

Have you anything to suggest along that line 


providing the total gifts exceed two per cent of the tax 
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payable? Exceed by how much? 

MR, TIMBRELL: Any amount, we would suggest, 

THE CHAIRMAN: One cent? 

MR, TIMBRELL: The objective of this recommend- 
ation or suggestion is that there be a definite incentive 
or spur to increase donations which are at a very low 
level, and to provide the spur by means of a tax credit, 

THE CHAIRMAN: Would I not and other taxpayers 
be in the position of saying that if this were allowed 
the corporations would be giving away our money at their 
choice? 

MR, TIMBRELL: I think that raises the fundamental 
position about corporate giving. I think while there 
is less than 100 per cent deductions corporate directors 
will necessarily say that they feel they cannot make any 
decision on behalf of shareholders to give away share- 
holders money. In other words, the corporation does 
not have the conscience, Nevertheless, corporate 
directors take a lot of decisions on behalf of share- 
holders to withhold the cumulative earnings and reinvest 
them. Perhaps you would like to think about it in this 
way: Replace the individual conscience with fiscal 
incentives. 

THE CHAIRMAN: The individual conscience has been 
met morally and legally over the years, shareholders 
protesting about corporate directors giving away money. 
That has been part of the job of administering the 
affairs of the company. I think legally it is permissiv 
and I think morally it is permissive and needs no 


extreme treatment as this in order to specify the 
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conseience.of directors, Maybe it needs some more 
gncentive.to.get.companies to do.it. Just how far is 
one going? This would move up the fifty-fifty division 
as it now stands with a highly profitable company to 

100 per cent contribution by government, 

MR, TIMBRELL: Corporations that give two per 
cent, a donation equalling two per cent, would double the 
deduction. I think there is an example here. Possibly 
if I could enter this as an exhibit --- 

THE CHAIRMAN: I wish ycu would. TI would like to 
see this. 

THE SECRETARY: I am entering this as Exhibit 
Ceopemr. Chadrman. 

---EXHIBIT NO, 225: Document entitied 

"Example of how Proposal 
for Corporate Charitable 
Donations Might Apply". 

MR, TIMBRELL: It is based on the assumption 
Whoichris set .out in. the,top, five.lines., .We ave, 2 
corporation which hes an income of $100,000.00 and 
presently makes donations of $2,000.00, which is slightly 
above the national average but not too much, The tax 
would be $39,000.00 leaving for the shareholders 
$59,000.00. 

Under our proposal the corporation would first 
of all make a calculation of its tax on taxable income 
of $100,000.00, which would be $40,000.00, and then it 
would calculate two per cent of that which would equal 
the donation credit. This is $800.00, Then in the 
two columns at the bottom of the page we take two extreme 


circumstances, First of all, the corporation might 
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not increase its donations at all, merely using the credit 
to increase its own profits. Secondly the corporations 
which would increase donations to take full advantage of 
the credit, In each case income begins at $100,000.00. 
Donations made In the first case are |2,000.00 and in the 
second case $2,800.00 leaving a net of ‘98,000.00 and 

S07 200/00! 

The figures in the box are taxable income 
calculated according to our method, unhich is the income 
minus the donations which exceeded the credit. 

In the case of corporation f the donations are 
$2,000.00 and the credit is $800.00 so the remainder is 
$1200.00. This is eae deduction from income bringing the 
taxable income to $98,800.00. 

THE CHAIRMAN: I don't see why the credit is 
brought in. 

MR, TIMBRELL: We are allowing it as a deduction 
teow the tCaxvend there mainder is a deduct iomairomrincome:. 

THE CHAIRM{N: I can understand the $2,000.00 
but the $800.00 is a deduction from tax. 

MR TIMBRELL: That is right, That is how ‘the 
corporation's own accounts would appear, So far as the 
taxable income is concerned of the total amount of 
52,000.00, $800.00 would be a tax credit and the remainder 
would be a deduction from income, 

THE CHAIRMAN: The donations are divided between 
°1200.00 deductible from income and $800.00 deductible 
from tax? 

MR OT IMBRELL:. Yes 


THE CHAIRMAN: Of the $98,800.00, 42,000.00 is 
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The Commissioners are not clear on this. Would 
you explain it again? 

COMMISSIONER GRANT: The same resuit is achieved 
by adding back #800.00. 

MR, TIMBRELL: It is in that example, yes. 

COMMISSIONER GRANT: Put against donations made 
$1200.00 from income and $800.00 from tax. 

MR, TIMBRELL: Yes. In the case of corporation 

you might note the deduction from income is $2,000.00, 

vhich is donations minus $800.00, which is our suggested 
ecears, In the case of corporation B it is $2800.00 
minus %800,00. 

THE CHAIRMAN: It is 52,000.00 from income and 
800.00 from tax in the case of corporation B? 

MR, TIMBRELL: Correct. 

COMMISSIONER BEAUVAIS: I don't understand that, 

THE CHAIRMAN: You will have to go to the 
Convex’, jase Sr items. It is two per cent of the tax 
peyable deductible from the tax not deducted from income. 

COMMISSIONER BEAUVAIS: What TI don't understand 
is:there is a deduction in tax of $400.00 and there is 
just a donation of 42,000.00. Why give a reduction in 
tax? 

MR, TIMBRELL: In the case of corporstion B we 
are assuming the total deductions are raised to 52,800.00. 

COMMISSIONER BEAUVAIS: You suggested there 
Will be tax on $39,000.00 and then you give a credit, 


Why would you give a credit? 
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MR, TIMBRELL: Our suggestion is the donations 
be to the extent of two per cent. We are recognizing 
that certain corporations will not increase donations. 

COMMISSIONER BEAUVAIS: Without increasing the 
donations? 

MR, TIMBRELL: Yes, I think it is inevitable in 
this type of arrangement. However, we would hope- that 
the moral suasion would be such that many corporations 
would take advantage of the most credit. 

COMMISSIONER BEAUVAIS: You have increased the 
incentive? 

MR, TIMBRELL: We are encouraging the voluntary 
transfer from the public to the private sector. 

THE CHAIRMAN: Meaning the Arts is the public 
sector. 

MR, TIMBRELL: Yes, cheritable organizations. 

MR. TORNO: All recognized charitable 
organizations. 

COMMISSIONER WALLS: Under your new system 
the government becomes the donor rather than the 
corporation. To what extent are these organizations 
subsidized by the Federal Government at the present time? 

THE CHAIRMAN: Don't you think we had better 
stay at the example? 

MR, TIMBRELL: I think a quick answer is that 
each of the organizations strive to be supported and 
Some are more successful than others. 

THE CHAIRMAN: I think Mr. Gelber can give you 
a run down of the major ones pretty quickly. Any more 


questions on the example? 
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COMMISSIONER PERRY: What confuses me is somethin 
that Mr. Timbrell said that left me with the impression 
thet the credit would apply only if there were an increase 
in donations. 

MR, TIMBRELL: No, it would apply under eny 
conditions. 

COMMISSIONER PERRY: Thet is whet threw me off 
when I read the context of your recommendations with that 
in mind. Iwas even more confirmed it would -pply not 
only when there was an increase. 

COMMISSIONER GRANT: Before leaving the example, 
would I be correct in saying, as you were working this out 
from the point of view of the shareholder, the example 
is designed to make the shareholder see that he is not 
losing too much of the income to which he is entitled as 
a shareholder of the company? 

MR. TIMBRELL: The calculation certainly shows 
what heppens to the shareholder. I don't think this is 
the viewpoint from our recommendations. 

COMMISSIONER GRANT: The net result is, if you 
do allow the two per cent credit on your tax, that that 
amountsin the example to one per cent deduction from your 
net profit. 

MR. TIMBRELL: We suspect, as you will see on our 
second example, the effect so far as revenues are 
concerned would be more like one-half per cent. We are 
down at the taxable income in the box. The next line is 
tax calculated on the taxable income, from which is 
deducted the $800.00 donation. The figures of 


538,600.00 and $38,200.00 are tax peyable after the 
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credit. Deducting those figures from $98,000.00 and 

BO7 J200,000,, “which-eppear in the ‘third line ofthe example 
one produces the net profit which the company statements 
Will show at °59,400,.00 and $59,000.00. 

THE CHAIRMAN: Am I to understand the difference 
in the net profit is the same difference as the reduction 
and tax? 

MR. TIMBRELL: That is correct, .assuming in the 
iunst..example.of corporation,A it is when the donations 
de not “increase, in «the <exanpie..8the met profit, is..the 
same even though the additional $800.00 donations have 
been given. 

THE CHAIRMAN: We have given away $300.00 more 
in B and reduced the profits $400.00. 

MR, TIMBRELL: Reduced the profits by nothing. 
This is $800.00 which we hope to get. Each of those tax 
rates is expressed as percentage of the taxable income. 

THE CHAIRMAN: We have given away another $800.00 
in B without it costing anything. 

MR, TIMBRELL: To the corporation. Now 
naturally there is the question: How does this affect the 
revenues? We have attempted to have a shot at this on 
a rather broad basis. I am sure your staff will have a 
much clearer id@ar, Our .impression.,i3,i6 Fee: an 


extreme cast and it is an important spur. The maximum 
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effect would be two per cent of corporate tax payable. 

Se OMMISSIONER PERRY: This is simple! 

MR, TIMBRELL: I realize it is rather complex, 
Beegrorry , If I hed been doing it again I would suggest 


the credit be placed on the previous year's tax. The 
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maximum cost of the revenue, we will say, is two per cent 
of the corporate tax payable. It could not exceed that. 
It seems unlikely the effect would be the maximum. Some 
people would not increase by the full two per cent, We 
suggest 1.5 per cent of the tax payable would be a 
reasonable estimate of the loss of revenue. 

The 1960 statistics are our latest, We have 
Shown a total corporate tax payable of one billion one 
hundred and seventeen millions. One and a half per cent 
is 17.6 millions end the total corporate taxable income 
for 1960, three billion, two hundred and three million 
so the savings would be over one-half per cent. We 
suggest this is the maximum cost of the proposal which 
could be of great assistance to charitable organizations. 

THE CHAIRMAN: $17.6 million. 

MR, TIMBRELL : Yes. 

THE CHAIRMAN: And what would it increase the 
arts by? Obviously this is going to education, culture, 
and going to the arts. 

MR, GELBER: our brief represents all charitable 
purposes, 

THE CHAIRMAN: This has increased charitable 
giving by $17.6 million? 

MR, TIMBRELL: We would hope that from our own 
point of view that the cultural sector might benefit 
Slightly more than the welfare sector. We feel additionea 
donations might be more to our area, 

THE CHAIRMAN: Am I correct that the 17.6 
million is a loss to the Federal Treasury of 17.6 million 


and a gain in exactly the same amount to charitable 
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organizations. Is that correct? 

MR. TIMBRELL: Yes. 

THE CHAIRMAN: No more, no less, 

MR, TIMBRELL: No more, no less, 

COMMISSIONER PERRY: This is on the assumption 
all corporations pick up their two per cent. 

MR, TIMBRELL: This is an assumption of the 
average, 

COMMISSIONER PERRY: An average of one @and one- 
half per cent. 

COMMISSIONER GRANT: The government would be 
allowed a little more than one and a half per cent for 
this purpose, 

MR, TIMBRELL: That is correct, 

COMMISSIONER GRANT: Without any say as to how 
it is to be distributed, 

MR TIMBRELL: That is correct. 

MR. TORNO: Other than acknowledging which 
charitable organizations it recognizes for this’ purpose. 

THE CHAIRMAN: Mrs. Milne has a question. 

COMMISSIONER MILNE: I am sure you can resolve 
nyoditficulity, Tits: onipage: ie, is5iiper cent. You 
think it is possible this would be a more reasonable 
average? 

MR. TIMBRELL: Yes, corporation A could not 
have increased its donations at all. Having an: income 
of $100,000.00 as a percentage of its taxable income 
would reduce tax by .4 per cent. The range is between 
-4 per cent and .8 per cent. 


COMMISSIONER MILNE: I see, 
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MR, TIMBRELL: When we do it on @ broad basis 
we say the overall is’ .5 per cent, which means a 
$100,000.00 corporation is rather richer than the 
average. 

THE CHAIRMAN: This is a most ingenious proposall. 
I would have been very disappointed in you if it had not 
been. 

MR. TORNO: Could I make 2 comment? [I think 
that you and the members of the Commission have the figure 
of $17 million in your mind at the moment, The taxation 
structure being what it is at the present time our 
economy is not producing many individuals who have the 
wealth and resources of the Carnegies and Rockerfellers., 
Wetsre (Diving in -ardifferent era, 

This brief is presented in the sense it is on 
penalfrof charitable organizations. We haven't isolated 
the arts organizations only. It is disturbing that there 
ere no endowment funds of a substantial size for the 
organizations we represent, There are three museum 
institutions in the United States, Boston, the 
Metropolitan in New York, and the Cleveland Museum, for 
example. They all heve endowment funds at the present 
moment that are larger, in one or two cases twice as much, 
as the Canadian donstion of *50,000,00, We would like 
to find ways to encour2ge those individuals and 
corporations who can afford it, who would be willing, we 
would like them to be given some incentive to begin a 
more generous pattern of giving, to enable them to begin 
to give more money. 


The proposal which has been put before you here 
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Was in*fact'stronely restricted by Mr. Timbrelbli. I had 
suggested twice this much, He felt thet would be an 
unreezsonable request and felt you would not recommend it 
to the government, Thie gisvonty «based sonetherpringiple 
that if we could, by using this, encourage corporations 
to take advantage of a provision in the tax legislation 
to give away money that is in fact costing the share- 
holders nothing they might do so. Seventeenaeniliion 
doltarssin*my opinion is not-a very large sum of money 
for this purpose when it is going to be distributed. 

I think a report published recently showed that the 

arts orgaizations ere getting less than one per cent of 
gift money. Most. of it is’ still going to go to the 
educational, welfere, and the medical institutions. 

THE CHAIRMAN: The directors ought to be locked 
mpyat they dent give away everything they are permitted 
to give away. It costs the shareholders nothing. They 
are giving awey somebody else's money. There is no 
cost to their shareholders and at the same time the 
comp2nies are getting credit for good will. I would 
dismiss any directors that didn't give away the full 
emount! On the obverse side, of course --- 

MR. TIMBRELL: I think this would be considered 
a healthy etmosphere to get directors to make decisions. 

THE CHAIRMAN: AS I say the observe of that 
is it is being generous with somebody else's money. I 
would have thought there should be some cost to somebody, 
whatever the donation is, whether it is 10 per cent cost 
PtoeLerstidine cess: 


MR, TORNO: I don't feel that. When we consider 
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tax rates they don't fluctuate, They don't depend on an 
increased supply of money. Tax rates rise too. Why 
cannot we use the obverse argument and say it is a 
permissible thing to reverse some of this and that the 
discretion for spending it be given back to the public. 

THE CHAIRMAN: Give back to the public the 
discretion to spend the Government Treasury? I think 
the people have that discretion now through elected 
representatives in an organized way. if we could aid 
dip our hands in it would be a little bit exorbitant. 

MR, TORNO: Yes, sir we do have it in thet wey. 
When the Canada Council was first established we cheered 
when we saw it produced $3 million annually for 
distribution. While that seemed encouraging a couple of 
years later the Prime Minister announced he was going to 
give $5 million for the National Fitness Council. z 
don't wish to beg the relative merits of the Canadian 
Council other than to say the amount happens to be fixed 
under the provision made. We would like to see it keep 
pace with the depreciating value of the doliar. This is 
why this is presented to you. 

THE CHAIRMAN: I could say to you that [I am 
on your team there. I am all for the Canada Council 
having more money because I like the Arts, but that is 
apart from the subject, 

Mr. Gelber, I think you might reply to M., 
Walls question as to the extent of the support the 
government provides to the Arts. The symphony is 
Support 50 per cent from the audience and where does the 


rest of the money come from? 
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MR, GELBER: I cannot answer for every 
organization. I can use those organizations with which I 
have had experience, The subsidies are at various 
levels. The performing Arts organizations are just 
Subsidized for their contact with the people, the public 
interested. They receive grants from the Canada 
Council which comes from, as Mr. Torno mentioned, comes 
from income of °n invested fund available by the 
Government, with a limitation pretty well on its income. 
There are grants in certain provinces of this country. 
They are given grants from one department or another, 
usually the Department of Education, except in the 
provinces of Quebec and in Ontario where there is the 
Canada Arts Council, @2iso a fixed amount in the estimates 
for the ‘year, The other provinces have grants based on 


ea variety of “experiences. 
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On the local level, aside from from Greater 
Montreal and Metropolitan Toronto, I am not aware of any 
organized effort upon the municipal level to support the 
arts. I do know that cities like Winnipeg and Vancouver 
do give certain grants for certain specific purposes which 
may have to do with the arts. In the trends of organized 
effort Metropolitan Toronto and Greater Montreal are the 
only ones I know of. 

Would you allow me to go back to the 
question of the amusement tax, which is a provincial 
right. In the Province of Ontario it is waived by the 
government when the performance takes place of a native 
Canadian artistic organization from anywhere in the 
country. On the question of the amusement tax on imported 
shows where a local erates is using an imported show 
for income purposes, there is a saw-off on the tax 
situation. In the Province of Quebec there is no 
deduction allowed for amusement tax for local purposes. 
The tax is charged. In some of the Western Provinces 
there is a deduction by individual governments whereas in 
Ontario such performances are allowed free. The balance 
comes from campaigns run by organizations, voluntary 
boards with private individuals and corporations. This is 
the extent and the manner in which funds are raised. 

There is an pile a Dae eR which I have had a 
considerable amount to do with. This is the National 
Ballet. We require as high as $260,000.00 to meet our 
deficit on a three-quarter of a million dollar budget. Of 
this amount less than 50% comes from the Government 


support, the Government sector, and more than 50% comes 
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from private and corporate donations. Up until recent 
times most of the funds did come from private and corporat 
donations. There has been some increase as a result of 
the Canada Council in the Province of Quebec and what is 
forthcoming in the Province of Ontario. Mr. Chairman, 
when I talk about donations I mean private individuals and 
corporations and some foundations. Not all foundations 
are geared for the purpose for which we are discussing: 

COMMISSIONER WALLS: Thank you. You are 
putting quite a load onto the Government under this system 
without eliminating any great increase in the amount of 
funds, based on your own figures. On page 3 of your 
brief you estimate 1.4% of taxable income of corporations 
is today going towards these charities. So you are only 
stepping it up to 1.5%. It appears to me, unless my 
figuring is wrong, you see a possible gain of about 
$3,000,000.00. 

MR. TIMBRELL: Our objective is 2%. 1.4% 
at the present estimated increase of .55%. 

THE CHAIRMAN: As set out on page 2, .55% 
would be 1.99%. 

MR. TIMBRELL: Not quite, 1.95%. 

THE CHAIRMAN: Pretty close! 

COMMISSIONER BEAUVAIS: There would be a 
loss of revenue in the deduction of tax in example A. 

THE CHAIRMAN: 17.6 million. 

COMMISSIONER BEAUVAIS: 17.6 is example B. 

THE CHAIRMAN: Total loss. Welfare and 
charity will receive 17.6 and the country will be down 


17.6 in taxes. 
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MR. TORNO: Flexibility is built into this 
too. It is going to be adjustable depending on the total 
revenues taxable. When Mr. Gilbert spoke of the cities 
of Montreal and Toronto and I had mentioned to you the 
Canadian Council Fund. Montreal raises its money from the 
arts, siphoning out from sales tax a percentage. I think 
it is one percentage. So it is very easy to see that the 
fund available does grow, because of the tetal amount of 
money in circulation increasing. Toronto's fund is fixed 
at $250,000.00. This was an unfortumte thing and we 
believe an omission when Bill 80 was passed and the 
provision was made for $250,000.00 about seven years ago. 
In the course of time there have been demands for money 
and there is no provision to enable the legislators there 
to increase that and provide more money. The seventeen 
million is what we think of as a start. 

THE CHAIRMAN: Moving on to number 3, I am 
rather intrigued by the lifetime deduction of, say, 
$100,000.00. I am not very sure how one rectified that, 
how one is able to distinguish between the lifetime one- 
time gift and the annual gift. Is this intended to be 
once during a lifetime, or can you spread it out? 

MR. TIMBRELL: The intention is that in 
addition to the annual deductions there would be a further 
limitation of $100,000.00 over the lifetime of an 
individual. This would mean, for example, the individual 
might in addition to meeting his maximum of whatéver the 
percentage is give ten gifts of $10,000.00 over ten years 
or two gifts of $50,000.00. Another way of getting around 


the limitation which is imposed on, we think, an important 
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1) class of givers who occasionally give over 10%. 

2 THE CHAIRMAN: Would I be right in looking 
3|| at it from the administrative standpoint that class A and | 
4 class B gifts, class A a percentage limitation and class 

5 B subject to a lifetime total dollar limit. 

MR. TIMBRELL: Yes, that would be a good 
way. We have a precedent for this in the United States 
gift tax arrangement. 

MR. GELBER: The basis is not consideration 
of the year by year expenses of organizations, but rather 
to encourage the public sector to help develop institution 
at a variety of levels which is lacking in this country 
and those which exist in terms of expanding their needs. 
In the arts one can think of the galleries and museums , 
etcetera, where there is an increasing demand for Space 
which will require building programs which will necessi- 
tate large gifts in terms of the needs of the institutions 
and the possibility of gifts in kind of works of art which 
would be determined on an independent basis as to their 
value. This would also, I presume, affect other institu- 
tions not neceesarily in the arts or social welfare, but 
education interests, all of which are expanding and 
require large sums in order to develop their capital 
programs and needs which if they remain at the present 
level are siphoned off from the needs of the normal 
operations and the funds which will be given ~ | 
for capital purposes. 

THE CHAIRMAN: Would it not be suitable 
under this proposal number 3 to place a minimum one-year 


amount so it will not be simply a means of comparison to 
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1| the 10% limit? That is to say, in no year shall class B 
9| gift be less than $15,000.00 or $20,000.00, some such 
3 amount, so it will not come up annually. 
4 MR. TIMBRELL: I think that would be very 
5 reasonable. 
THE CHAIRMAN: It takes care of substantial 
7 gifts in kind or large capital donations which one might 
8 wish to make. Also it would encourage fairly substantial 
9 gifts at one time, which should appeal to you. 
10 We will move on to number 4 --- gifts in 
kind. I don't think I was aware>there was any particular 
difficulty in that. You point out that one has to proceed 
to do it by rather irregular means or devices, that is not 
the term you use, but are the devices any more unnatural 
than a sale and subsequent donation of cash? It doesn't 
seem to me that is a very unnatural way to do it. 

MR, TIMBRELL: I think it seems unnatural 
to some givers, Mr. Chairman. I am told by certain art 
galleries, one art gallery in particular, that when a 
donor is considering making a donation of a painting of 
Substantial value and it is explained to him that the 
deduction of a gift in kind is not permitted and it is 
explained that he has to sell the painting to the gallery 
and then donate an equal amount, this is not always 
accepted in the spirit it is given. It is thought of as 
a gimmick. He says "I am giving thisthing. Why should I 
be involved in tax gimmicks?" The very fact that one has 
to explain a straightforward transaction is not clear unde 
the law and throws doubt into the minds of some donors 


whether they should be doing it. 
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THE CHAIRMAN: You say it has been found 
that taxpayers make a profit by giving away articles. I 
am not quite clear how it works. I think it has to do 
with rather generous valuations. | 

MR. TIMBRELL: This happens at present in a 
matter where there are no checks by means of valuation at 
/all. The donor who does decide to go ahead with the sale 
of the gift can arrange what the sale price shall be 
without an independent valuation. I think the valuation 
procedure might add some checks to the present situation. 

COMMISSIONER WALLS: Have any of your 
particular organizations decided in Court the Department's 
interpretation of property which covers things like 
pictures? 

, MR, TIMBRELL: I cannot recall any Court 
cases. The situation, as I understand it, is just not 
clear. Rather than risk a Court action the sale and re- 
purchase type of action is advised. 

MR. TORNO: This, gentlemen, is of peculiar 
interest to those institutions that house material, our 
museums and art galleries. The amount of such material 
that has been made available to date has necessarily been 
limited. With recent affluence the number of works of 
art privately acquired which ultimately will be given as 
gifts to institutions has become more frequent. From the 
point of view of the museum instituti®Ms and the art 
galleries there is some embarrassment on their part in 
having to enter into an arrangement whereby no fair 
guaranteed market value for the work is established in the 


transaction, so we advise this as much to protect the 
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institutions and to ensure they can grow sensibly. There 
can, of course, be appreciation in the value of a work of 
art. We have seen something bought, say, at auction ten 
years ago that may have doubled in value and the owner may 
be willing to part with it at the present time and give it 
to an institution in Canada for the benefit of our people 
and that work should be appraised in today's market. It 
is preferably done by an imependent authority rather 

than by an arrangement freely discussed between the 
institution itself and the donor and some artificial value 
attributed to it. 

THE CHAIRMAN: We got that point from Mr. 
Timbrell 'sepeint. 

MR. TIMBRELL: I understand from my source 
of information the gallery would very much welcome a gift 
whereby an independent valuation was part of the system. 
They don't like entering into arrangements for excessive 
purchase prices. 

THE CHAIRMAN: Do you know if there is much 
of that occurring at the present time? 

MR, TIMBRELL: I can only report hearsay. 

I understand there is quite a bit of it. 

COMMISSIONER MILNE: I hope you will conside 
this relevant. I am thinking that many collectors in 
their choice of collections will have certain ideas in 
mind. I was wondering what would be the thought where the 
donor would wish, because of uncertain provisions that 
would be inherent in this suggestion, to give something 
that possibly the collectors might not desire to accept. 


MR. TORNO: I am sorry, I missed the last 
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COMMISSIONER MILNE: Supposing a donor would 
like to give from his collection or her collection to an 
art group something that the donor obviously thought was 
of some value because it was in his or her collection and 
because of the selectivity within the art group this 
particular donation was not valuable to them. How would 
this be dealt with? It seems to me this is possible. 

MR. TORNO: It works somewhat in this way: 
The individual collector, I for example am one, have thing 
which are of interest to myself. Some things are 
negligible in cost and other items can be very costly in 
terms of intrinsic worth of the object, their material 
being unique and irreplacable.. I may feel it ought to be 
a welcome gift that is warmly received by the institution. 
I might offer it under the present arrangement. The whole 
thing is too fluid and loose. If I offer it on the basis 
of an independent appraisal, then at least its value in 
today's market is established. The institution can 
decide whether it is a valuable addition and would be of 
value to the public. Under the present circumstances 
they are accepting certain kinds of gifts they don't want, 
but they are embarrassed about embarrassing an important 
Supporter. 

COMMISSIONER MILNE: Then there would be 
an independent appraisal? 

MR. TORNO: Which establishes a market and 
the museum can say on this basis they are willing to 
accept it and the exchange takes place. 


THE CHAIRMAN: I think we would like to know 
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|| more about donations in kind. I know that in other 
countries this occurs pretty often. I have been curious 
about Canada. I have heard it does arise occasionally, 
but I have thought very little of it and felt there was 
very little need to amend our Tax Act in respect to this. 
This is the first time I have been made aware that there 
is a need. Dr. Huntford, I think was to appear before 

us and I was hoping he would have something to say, but if 
you have any further information on the subject, I would 
like to know about the need to take care of this. 

MR. GELBER: On this particular item, 
because of the importance of it, one of our member associa 
tions the National Museums Association will be presenting 
a brief to this Commission some time later on, which will 
specifically go into this matter in detail. 

THE CHAIRMAN: That is first rate. I have 
forgotten. 

COMMISSIONER WALLS: I have one thing before 
we leave this subject. If this section of the Act require 
clarification, and I think perhaps it does, do you wish 
consideration to be given to a gift of services? it is 
a gift of money or property, you can't give a gift of 
services? 

MR. TORNO: No, sir. Il act as trustee of 
museums and I think that within the community of museums 
we take the attitude that those who are members of the 
staff are professionals and are entitled to compensation 
for their efforts. The rest of us who assist do so willingly 
and freely. To establish any provision for such tax 


relief for individuals might lead to abuse, might lead to 
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the involvement of individuals for tax-saving purposes and 
mean an intrusion in efforts where I believe the labour of 
love is more important. 

THE CHAIRMAN: Thank you. We don't seem to 
have a record of the National Museum Association appearing 
before us. I would be grateful if before you leave you 
would mention that to Mr. Bennett, our Secretary. If we 
have nothing, would you run this matter down and see 
whether we are going to receive something. 

That is all the questions we have, gentlemen 
and it simply remains for me to say thank you very much 
indeed for appearing this morning and helping us with the 
problem. We understand your pointsand will certainly 
consider them. We would like to know more about the 
matter of gifts in kind. I for one am most sympathetic to 
greater donations in this area. I am extremely unhappy, 
and have been for many years, with the low level of 
corporation giving. To my way of thinking it is a very 
low level. There must be a great number not coming up 
to the average. I would hope that a way could be found 
to encourage more in this area. I know of some efforts 
that are being made. I would think the arts might perhaps 
in an organized manner approach corporations or their 
organizations. Thank you very much indeed. 

MR. GELBER: Thank you very much indeed, 

Mr. Chairman and Commissioners. 
THE CHAIRMAN: We will stand over for ten 


minutes. 


---Short Recess. 
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SUBMISSION OF MR, F.S, CAPON 
APPEARANCE: MisoR.S + Capen. 

THE CHAIRMAN: Good morning, Mr. Capon. Thank 
you very much for coming back, You will recall that 
we shut you off last time when you were just about to 
make a long speech, I believe, 2nd I apologize for it, 

We were extremely interested, as was the whole 
company, and we would like to do justice to your 
submission, I think we pretty well understand the broad 
outline, but I would like just to carry on in the same 
way we were doing before, and we have asked Mr. Stewart 
to come back, too. So we will request Mr. Stewart to 
carry on with his questioning unless there is anything 
you wish to say; but I don't imagine there is? 

MR, CAPON: No, Mr. Chairman. 

THE CHAIRMAN: Yes, Mr, Stewarto 

MR, STEWART: Mr. Capon, I would like to move, 
if I might, to page 26 of your brief, where you deal with 
the effect of your proposal on the revenue, and I refer, 
in particular, to paragraph 44 where you deal with the 
position which would arise if your proposals were put 
into effect and if corporate income remained at its 
original figure of $3,000,000, 000.00. 

Now, you de2l1 with the return which would be 
received from foreign stockholders, which, you have 
already indicated, hold about 60 per cent of Canedian 
equities, and you proceed in paragraph 44 on the 
assumption that an effective tax of 574 per cent is 
imposed on their 60 per cent of the $3,000,000, 000.00, 
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in the spring as to the effect that this might have on 
foreign stockholders of equities you indicated that you 
would not be too concerned if some of those foreign 
investments were disposed of. is my recollection 
correct? 

MR. CAPON: Yes; as a Canadian I would not be 
the least bit disturbed if they disposed of them; but my 
problem is not to get them to dispose of them, necessaril 
I think thet is beyond the scope of the presentation I 
am trying to make to the Commission. I am not opposed 
to their being an incentive for them to dispose of their 
equity stock, but not as a result of anything said in 
here, All that I have said here is that I suggest that 
for the time being they continue to pay the tax which 
they are at present paying, but these proposals will make 
a difference in the tax load suffered by foreign share- 
holders. 

MR, STEWART: You next deal in paragraph 44 
With the tax which would be payable under your scheme by 
Canadian institutional and corporate shareholders, end 
you proceed on the basis of a 50 per cent rate there. 
Would it be fair to say that when we discussed this in 
the spring you indicated that if the eliminating of this 
tax on this particular class of shareholders resulted in 
a shift, or partial shift, on their parts from equity 
holdings to bond holdings, again you would not be unduly 
disturbed? 

MR. CAPON: I Would be extremely happy. 

MR, STEWART: So that this last item hes to do 


with the 20 per cent of dividends which you indicete -- 
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you suggest -- has been payable by Canadien individuals, 
and you assumed that these individuals would pay an 
effective rate of 50 per cent on those dividends and that 
that would produce some %300,000,000.00 of revenue? 

MR. CAPON: Mr, Stewart, that figure of 
$300,000,000,00 has little meaning. It is simply part of 
the total here, The 50 per cent is a figure I brought 
out of the hat. 

What I have suggested in this brief is that 
the Canadian individual shereholder should pay the same 
tax as they pay on any other income. 

I would say that it might be 50 per cent, or it 
might be 20 per cent, or it might be 80 per cent; but I 
believe they should pay the same tax on that income as 
they pay on any other income; and if these suggestions 
Gid cause a loss in government revenue which necessitated 
any change in the income tax rate, I would simply say 
PSenbenit": That is the way it should be done; but we 
Should only tax that income at the same rate as we tax 
any other earned income. 

MR, OSTEWART: And, of Course, it is implicit 
in your proposal that the 20 per cent dividend tax credit 
would disappear? 

PReeCAPON: « \IGewouldsbesmexplicit: 

MR, STEWART: On that basis I do not imagine 
that we need spend much time, then, on Exhibit 22 which 
we identified at the close of the hearing on April 24th, 
but which I did not have a chance to discuss with you. 

I think, perhaps, you have a copy of that 


exhibit before you. 
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THE CHAIRMAN: Do we heve Exhibit 229 

MR. STEWART: Yes, Mr. Chairman. 

THE CHAIRMAN: Yes, I have it here. 

MR, STEWART: The first pege is teken from 1962 
taxation statistics, end the second page contains some 
computations -- calculations -- which were meade arising 
out of the first page. 

Perhaps, for the purposes of the record, I could 
explein just exactly what has been done on the second peéece 
You will observe that we are dealing on the second page 
with individuel taxpayers whose incomes are *15,000.00 
and higher. 

Now, reading from page 1 it is possibie to gain 
a good deal of information about this particular group 
of taxpayers who were selected quite arbitrarily but 
because they might be Bhéereroup which, tint theslixvss 
instance, at any rate, would be the shareholders of 
Canadian corporations. 

On the second page the second column is headed 
"Total Income Assessed", and that information is derived 
pom tine L7son pageo 4). Lines 17 déalis withstotal income 
essessed, and the figure on page 2 of $1,451,000,000.00 is 
the total of the amounts set out in line 17 under the 
columns on page 1 relating to incomes of $15,000.00 and 
up. 

In other words, Mr. Chairman, you will observe 
that in the $15,000.00 to $20,000.00 column there is an 
amount in line 17 of $459,000,000.00, and if you move to 
the right and take the totals there of $252,000, 000.00, 


$475 ,000,000.00 and $179,000,000.00, the $160,000, 000. 00 
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and the $24,000,000.00 which appear in the subsequent 
column the total is 31,459,000, 000.00, 

THE CHAIRMAN: Would I be right in presuming, 

Mr. Stewart, that the 184 refers to the half which pertains 
to the taxpayers who have $15,000.00 and up, and the 17 
refers to those with less? 

MR. STEWART: This appeers to be the case, 

In the next column on page 2 "Taxable Incomes 
are taken from line 24 on the first page, and the figure 
ef $1,229,000.00 is arrived at in the same way. 

The next column, headed "Taxable" is taken from 
binees25 from the first page and again is arrived at by 
following the same technique. 

The next column, which has to do with dividends 
received; jis taken from line 10.on the first .page,. line 
10 relating to dividend income wok particular classes of 


' 


shareholders; and the final column "Number of Taxpayers 


(av) 
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Poaeveten sl Ponsline byon,the first.page;, through) th 


proce sspof raddition: You will observe from p#ge 2 -- it 
is rather interesting -- thet this particular group of 


Caxpeyers has.o. per <cent -of .the income, 13 per cent of, 

Shes taxable vincome «payable, 22,.per cent. ofthe total tex, 
ena receives: 50 perrcent of .the dividends... [% conztitutes 
io per centuof,the. taxpayers in the,.country. 

Now, then, Mr. Chairman, going on to page 2, we 
tried to make some calculations here, We found that the 
average rate of tax payable in this particular year, 

Which is 1960, by this particular group of taxpayers works 
eut at 27 per cent of their taxable income. That is 


Simply the percentage that the taxable is of the taxable 
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income, Then we assumed, as you will see, that the averag 
rate of tax is adjusted by eliminating the dividend tax 
credit, which it seems possible to do, since we know the 
amount of the dividends in colum 4; and I am told that 
the effective rate of tax, or the average rate of tax, 
goes up from 27 per cent to 29.1 per cent through the 
elimination of credit. 

Then, to see where we would end up under Mr. 
Capon's proposal we mede some assumptions. We essumed, 
first of all, that the divident paid wes increased by 
four times, or to four times its present level. We 
assumed that these particular taxpayers who, as you know 
from this, receive 50 per cent of the total dividends, 
did not, in order to continue to receive the dividend 
distribution, have to borrow any funds to buy shares. 

We also assumed thet the dividend tax credit was 
eliminated, and we assumed that on the extra amount of 
dividends received the marginal tax rate would be 70 per 
cent, which is a very high rate which now applies only to 
people who are in receipt of incomes of $125,000.00 and 
more per annum. And on this assumption, which we thought 
might be favourable to Mr. Capon's position here -- on 
our estimate -- we found that the average rate of tax 
payable would be increased to 79.2 per cent. 

THE CHAIRMAN: Mr. Stewart, perhaps you had 
better stop a bit there. I understand the assumptions 
except (b) and (c). I don't know why you should have 
done that, 

MR. STEWART: Well, Mr. Chairman, the dividends 


received by this group of taxpayers in 1962 totalled 
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$155,000,000.00 as appears in column 4, and to deal with 
it now under Mr. Capon's proposal, as I understand it, 
this figure would be increased by three times that amount, 
or $465,000,000.00, roughly. We had to assume that this 
additional amount would come into the market at some rete 
, and we didn't know what rate to take, but we felt thet 
if weetook ja rate of-70 per cent which, as I say, 
under the present Act applies only to incomes in excess 
of $125,000.00, we would not then be taking an unduly low 
Bate. Socibuseewon sphatGebasis, yas Tesay, that, according 
te the calculations that were made for me by our staff, 
youcendsup with an average rate of tax of 39.2 per cent. 
tRisesis Quiterarbitrary, and I.den't know if 
MpeeCcaponthastever,had»scccasiion before tor consider it in 
this way, and I wondered if he had any comments on it, 

THE CHAIRMAN: Let me find out if the 
Commissioners understand the reasons for your assumptions. 

MR. sSTBWART:. Yes. 

It may be, Mr. Capon, that if we took the rate 
of 40 per cent and contrasted that with the 50 per cent 
rate which you assume at the bottom of page 26, your 
answer may be what you suggested a few moments ago, nome ly 
thet you have just taken an arbitrary rate and also t 
the rate itself is not of great importance to you. 

MR co CAPON: be Mr .oChairman,, ald this is very 
anterestingi bul: pGnvisn't, directly velative to the»point 
that I have been trying to make. 

What I am seeking is the removal of a very 
basic error in our whole tax structure. In removing tht 


very basic error the arithmetic isn't of any import*nce. 
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I feel that it may have an effect on government revenue, 
for by removing the basic error you would increase 
government revenue substantially by making products more 
competitive, and by increasing our gross national profit 
there would be a change in the basis for taxation. pie a 
in this particular calculation, the 50 per cent figure 
I have used should be 10 per cent and, therefore, the 
§300,000,000.00 maybe is short $220,000,000.00, I say I 
couldn't care less, because’ it is not important. That -is 
offset by a number of other factors which I cannot 
measure. My only concern is to try to remove a very basic 
error in cur whole Canadian fiscal system. My answer is 
that I don't care what the rate has to be in order to 
come up with the income of the amount that the government 
necds, 

MR, STEWART : I appreciate the force of what 
you say, but just so that we can explore a little further 
the implications of this on the revenue iet me ask you 


Some supplemental questions. 


ia?) 


We discussed in the spring what effect th 


€limination of the corporate tax might have on corporate 


19) 


profits, and my recollection is that it was agreed thet 
to the extent that the corporate tax is presently shifted 
then the eliminetion of the tax might result in a 
reduction of corporate profits, cor “income: 

MR. ‘CAPON: The total amount of the corporate 
tax eat the present time has to be shifted because 
Corporation can't pay 2 tex, MN cerporation by ivseit 
is*noet able to pass on its tax bill. 


MR, STEWART: Didn't you suggest in the spring -- 
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and I think it is in the brief as well -- thet this tax 
te pr opanly 1mposed in a. .wayein which at is difficult to 
determine what is paid by consumers, what is paid by wage 
earners, what is paid by shareholders -- and I heve 
forgotten what the fourth is --- 

MR. CAPON: The fourth is taken as | whole that 
through lower employment there is «= detrimentsl1 ef 
on our gross national output, 

MR, STEWART: I put it to you thet when you 
proceed in paragraph 44 on the basis thet the corporate 
PNCOMG, 2.955, DLllion, which is, the same figure that vou 
Pave used win: paragraph -43,. you are assuming there sin 
paragraph 44 that the corporate tax has not been shifting 
a4 2112 

MR. CAPON: The corporate tax is. paid hy people 
and will continue to be DAL Dieepeop lS... To that extent 
Vou con't Shoatt.J0,.. The impact on different people may 
vary, but you can't shift the total burden ot taxation 
if that burden is the emount that the government requires 
in order to meet the costs of government. 

Now, aS. said in the spring, you nave got 
total stream of income and thet toal stream of income is 
the gross national output, part of which goes to tne wage 
sector and part of which goes.to the capital sector, and 1 
am saying that the government is going to tax that streom 
of income in order to meet the costs of governing, end it 
Should tax this stream of income equitably right ~-cross 
the board. Now, the 533 billion will either flow through 
and be taxed as dividend, or part of it may swing over 


because it will be reflected in lower selling prices 
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products ,~increase. employment in Canada and thus increase 
one wage: sector, 

There ‘are, varying waysrcdin which: 1% wild: have an 

aicectsrrand: we canét measure them, 

MR. STEWART: We did discuss some of these 
things specifically in the spring and I think that we 
agreed =- and if 1 am wrong I am sure you wiidd feel. free 
to say so -- that to the extent that the tax has been 
Taareed Moionsumers thean-Gir iti wks jeldminated ‘Che mrices 
Charged by capital may be reduced, by the same token, to 
the extent to which it has been shifted; and if it is 
eliminated the amounts payable to labour mey increase; 
and I think we went further end agreed that to the extent 
that selling prices are reduced and to the extent that 

wages are increased then Gor perate, ance. may idses ine. 

MA erCh POM: :Certaanly.. 

VR. STEWART eetThen,«if corporate anciome declines 
does motethis’ figure of $3, 000,000,000.00 in paragraph 
43 get reduced when you come to psragrs ph Lhe 

MR, CAPON: If corporate tax declines then it 
does so because other incomes increase 

You have the same amount of income which stems 
from our gross national profit, and the government has 
Simply to tax this income as equitably as possible in 
order to ensure two things: First of all, that we get 
the maximum amount of gross national product; end, 
secondly, that it be equitably distributed amongst the 


people. 


All Dam suggesting is that there is 
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1] fundamental error in our tax system. JI call it the great 
2] Canedian myth. It is the myth thet corporations are 
great big things which can pey this and pay thet end pay 
the other without eny of us suffering. It was suggested 
this morning that we should use the corporate entity in 


order to make peryments whicn do not cost the country 


anything, end I believe these gentlemen really believe 


that they are. doing the right thing. Le Gogen = -oeeur 
to them that somebody hzs to pry. The’ conpany wasnt t 


paying enything °° That is: thesonly point’ I am trying to 
get across. 

MAAS SS (BWAHT <4 You ene Metenring loti m@ounse tio 
what was seid during the previous presentation by the 
Canadian Council for the Arts, 

Ad Ll am trying to get at is what immediate 
efiect thisvis going to have on government revenue from 
corporations and their shereholders taken as a group. 

MR SCA PONS OiMr., Stewart, if we started here and 
now and went for six months we would not get any closer 
than we are right now. 

Mypranswerm to “ou. Ws ,. ‘or course) Unat. the 
government must levy whatever taxes are pr 


total income of the people in order to get the revenue 


Iam sure that these proposals will result in 
substantial incresse in gross netional product and will 
therefore increase the basic income end therefore result 
in a total government income situation which will be 
improved but we could, “s I say, sit for sixty yeers ond 


Still not be able to solve the problem, 
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MR, STEWART: Perhaps my problem may arise from 


my misunderstanding of the words which appear in paregraph 


From what you have just said it may be that you were not 
suggesting thet corporate income would remain comparable. 

MR. CAPON: I would say that at the moment it 
Would remain comparable “because part of 1% is based on 
the lower price. 

If you remove the corporate tax the price 
isn't going to drop by the amount of the tax reduction. 
in the leng run it will, but it isn't going to drop over 
heen, becausenthetbulkeer our prices in Canada are rset 
on the basis of world market prices, not the Canadian 
situation. In the long run the prices will drop, but not 
over night. 

MR, STEWART: Well, I understand that and I 
don't think I need pursue this particuler line of 
Questioning any further. 

I would now like to switch to the effect your 
proposals might have on individuel Canadian investors. 
Before getting into specific questions on that score 
could I confirm with you one or two related points? Do 
I take it, then, that you would like to produce a complete 
pay-out of corporate earnings by way of dividend? 

MR, CAPON: With the limited exception of what 
the country as a whole, through Parliement, decides is 
@ proper contingency reserve; and I would say that and I 
have said it in the brief -- that you could allow up to 
100 per cent of pay-out in Canada, with this contingency 


reserve for adverse situations. That is similar to the 
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funds that the banks have under the Bénk Act, I would 
sey that you could allow this to accummulete at a 50 per 
cent tax rate -- that is what the tax rate is at present 
-- but beyond that I believe that there should be 2 100 
per cent pay-out of income; and unless we do that xe 
frustrate the whole income process of the country. 

MR. STEWART: Well, then, I suppose a particular 
company, having established this maximum reserve that 
you would permit, and having earnings of, let us say, a 
Million dollars, is faced with the relative merits of 
paying out the whole 51 million end going to the market 
piace to borrow, say, Nalf of the amount back, “on “the 
one hend; or, on the other hand, paying half out by way 
of dividend and paying out the other half by way of 
stock dividend to its shareholders, Would you treat 
this stock dividend, or, by the sanie token, the issuance 
of obligations representing half the earnings -- would 
you treat that as pay-out, or regard it as retention of 
earnings for the purpose of your system? 

MR. CAPON: The moment 2 corporstion mekes 31 
million profit that means that from the total flow of 
earnings youl have ellocated $1 million to the capital 
sector of that corporation. That ds Sym eiien tol iietan. 
national income, and we are striving to tax our total 
national income on 2n economical besis to meet the costs 
of government. So I say at thet point of time this 
million dollars is @ million dollars of income and it 
the shareholders! income. The corporation hes nothing 
Pe Gemwmpveriitacd It tsca thine, “Tedis-ne more than that 


Gable there. The million dollars at all times is the 
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Wemet® 


1 


2 


28 


29 


property and the income of the shareholders 2nd it shouid 
be taxed as such. 
If the corporation doesn't wish to psy it out 


they are saying that the shareholders don't wish to pey 


08 


it out, because the shareholders are the corporation. 


If shareholders allow management to make a decision to 


JH 


issue that as stock dividend -- in other words, to take 
and reinvest it in the company -- thet is fine; but if 
they are converting income to capital they should be 
taxed on that income as income, if we are going to 
equitable taxation of income. 
MR. STEWART: Let us assume that no matter 

which of those two courses is followed -- thet is, the 
cash distribution method or the stock dividend method -- 


the shercholder is taxable on the whole of the miilion 


you would put a corporate tax at a substan 
retained earnings? 

MR. CAPON: Mm-hmmm., 

MR, STEWART: All I am trying to find out is 
uhether you would treat the amount of any stock dividend, 
or the amount involved in the issuance of debentures to 
Shareholders in part peyment of thet million dollars -- 
would you treat that as retention of earnings: 

MR. CAPON: No, I would treat it as income. 

If I gave the shareholder a document which said 
he was entitled to the income, then that is his income, 


end presumably there is transfer of income becf@use income 
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can be transferred to someone else. Linthareyisre nostic 
issue of any capital instrument then it is retention of 
earnings and subject to retention-of-earnings tax, 

MR, STEWART: Would you not anticipate, under 
your system, that if corporations have been plowing back 
a substantial portion of their after-tax earnings they 
would issue paper for a substantial proportion of 
corporate income? 

MR, CAPON: Corporations have been plowing back 
earnings and have again built up enother myth that this 
process is essential to the continuance of their growth 
i curve conomy iin fact". ef course, Chis process does 
net generate capital. The capital is a part of this 
total flow of national income you talked about. The mere 
fact that it is retained doesn't generate capital. 

The capital is Ghere) and if Chesaincomer is paid 
out to the shareholders it is available to them to 
reinvest that capital. 

This plowing back process is Simply management 
deciding that it is going to make the decision for the 
shareholders, 

I am by way of an outcast, perhaps, in my own 
fraternity, because it is my view that management is not 
necessarily in a better position to make decisions; and 
I hold no brief for anyone making this decision. 

MR, STEWART: This had been my impression, and 
I had understood thet what you hoped would follow under 
your system would be that each individual shareholder 
would receive in cash his aliquot portion of earnings 


and that he would then be free himself to determine wheat 
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he would do with that aliquot portion, and he might choose 
to reinvest it in the same company, or he might feel thet 
he could do better for himself elsewhere and would be 

free to go elsewhere? 

MANS CAPONs © Thats’ right, 

MR, STEWART: Now, I am putting it to you that 
if management can elect not to pay all the income out in 
cash, so long as it provides its shareholders with enough 
to pay their income tax, but can pay them partly in cash 
and partly through some form of stock dividend, or other 
deferred payment, then you are leaving management with 
the same basic power that they now have? 

MR. CAPON: Mr. Chairman, I am leaving management 
with the same basic power but I am giving shareholders 2 
pretty heavy club to use on them, and if management use 
that power incorrectly, for example, by taxing the 
shareholders about 75 per cent of their income the share- 
holders might hit them over the head just a little with 
that club. 

MR, STEWART: I am wondering whether your club 
is really essentially any different from the one you now 
have, Theoretically, if they don't agree with the 
dividend policy of the company they can turf the director 
out and put other directors in. Under your pian if they 
don't happen to agree with the stock dividend policy is 
not the situation the same? 

MR, CAPON: No; because under my plan I am doin 
two things. Firstly, I am eliminating any inequities in 
the treatment of income from this source. In other words, 


I am eliminating what is, in effect, double taxation on 
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all income to shareholders; and, secondly, I am eliminating 
some very powerful incentives to leave money in the 
business in order to convert income into tax free capital 
gains. 

That is the thing I am trying to get at. At 
the present time corporation tax builds in incentives to 
tax free capital gain, I am not calling for a capital 
gains tax, but I would redesign the law in respect of 
what are presently classified as capital gains. I am 
holding out for the right of the shareholder to convert 
his income into tax free capital gain. If we eliminate 
this and put a heavy tax on undistributed profit I believe 
the shareholder would have a real club and would use it, 

MR, STEWART: Let us come to the position of 
the shareholder, Let us deal first of all with people 
who are now shareholders in Canadian companies -- and I 
am again thinking only of individuals as opposed to the 
corporation. 

We have a company which heretofore has paid 
corporate tax, let us say,at the rate of 50 per cent on 
its income and has paid 50 per cent of its after-tax 
income by way of dividend. Let us suppose thet the 
shareholder of that company now finds that the character 
of his share has changed to some extent through the 
adoption of your system and that, instead of receiving 
a dividend from this ponetieuiae company of, say, $1,000,0 
he is now receiving a dividend of 54,000.00; he is, on 
the other hand, holding share in a company which does 
not plow back any of its earnings, so that his prospects 


of capital gain on this particular share are to some 
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extent reduced. Of course, the value of that share moy 
still increase for other reasons, but if it wants to 

go to the market place and raise more equity capitel the 
value of the individual's share may be diluted to some 
extent, 


The question I would like to put to Wou,s ar 


Will say so -- the question I would like to put to you 
is: Does the change in the character of this share -- 
the change in the character of the shere to one whic 
has a higher dividend return but less prospect of capital 
gain -- does that make the share on paper more attractive 
to the shareholder then it was before? 

MR. CAPON: I have to say that in framing that 
Question you made four or five statements which to me 
are completely urong. Tr om notTsure 1 canvget thep-ari 
ineerder,; “but wayalosay this: Fivst of 21, whet Team 
talking about is the necessity of giving an equitable 
aveteibution) of) income itobour people.” T*hotd no brief 


Deon these business which invest in order to make capital 


(@) 
a 
@ 


gain. if Sit teitdene deliberately; seeking to 
Capital gain, then I suspect it is income. 

You say does this company that would out 
51,000.00 and now pays out $4,000.00 become less 
attractive because it is not plowing anything back. of 
tne voitference of $3,000.00, ‘under the) previcus setup 
62,000.00 was paid as tax anyway, so the only thing the 
shareholder had was his $1,000.00 thet was prob2bly not 
plowed back. 


Now, on this business of plowing back, the 
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great bulk of the internal cash flow of corporations does 
not come from earnings plowed back at 211; it comes from 
depreciation and other reserves; and I am not saying 
anything about disallowed depreciation reserves. Iam 
talking of depreciation and ammortization of capital. 
That capital remains in the corporation available for 
growth. That is ample capital for all ‘corporations to 
have for growth. This plow-back is the icing on the cakel, 
and I think that is where we are wrong in allowing our 
corporations to put a foot of icing on a cake only two 
inches high. I think it is the icing which ought to be 
taxed, or should flow back to the shareholders. 

THE CHAIRMAN: May I interrupt you at this 
point? In this connection you must take into 
consideration the dividend tex credit. The rate a perso 
is taxed under is higher in respect to corporate tax by 
a substantial amount, 

MR. STEWART: I wouldn't suggest that all the 
extra $3,000.00 is available to the shereholder to be 
reinvested. 

MR. CAPON: You say would it make it less 
attractive. Taon!t think’ thattis Gf sanyrseignificance, 
if all our companies are being treated equitably. 

We are concerned only with the peopie of this 
country, who invest their capital to earn 2 return, and 
if we don't try to wipe off helf the corporate profits 
before they get to the shareholder then the investment 
of capital will result in a proper veturn, and that 
return must be taxed just as any other income is vaxeG, == 


equitably. If the situation is the same for all 
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companies then it doesn't make one more attractive than 
another, 

That is simply the basic investment Situation, 
thet you earn income, and if that income in excess of 
yourrdaily r¢geds sfoer sbife ‘you ‘allecate part: of tit lag 
capital. It is part of your income which is in excess 
of your daily needs, and you proceed then to invest it 
tiverder oto rear “arreturn, 

MR, STEWART: But this would have more force, it 
seems to me, if we were living in a2 self-contained 
economy. One reason I asked the question was as to 
whether the Canadian share wouid become more attractive 
to the Canadian individual than it has been up until 
now; but in this situation the individual Canadien 
anvesterais coing  Gq.be able to buy one type of share 
in Canada and another type of share outside. 

MRycCAPON? But this type of share will give 
him a much higher return; he will be much better off, 

If we were to try to spell out what is the 
basic philosophy I rather think we could write a whole 
book on ittinvwerder tio, properly explain at. 

MR, STEWART: I hepe what I have understeocd is 
close to an understanding of it. | 

We know you said something about this during 


the spring hearing, and the Commission found it almost 


invester would be pleased on the basis that he is receiv 
a higher income return on this type of share, but is he 
going to be attracted by this type of share as he is by, 


interesting, and I can understand that the Canadian 
ing 
let us say, an American share which gives him a lower 
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rate of return but which may give him as an invester -- 
as a trader -- a higher prospect of ultimate capital 
gain? 

MR. CAPON: The ultimate capital gain will 
result, as it has always resulted, not from the plowing 
back of earnings but from sound management ~-- from sound 
management -- good product, work content, improvement of 
production marketing. That is what will give you capital 
gain; and there is ample money in the companies in the 
form of depreciation and other reserves to finance normal 
growth needs, 

AlLel amvsayingtis that I believe: ther investor 
should have the right to decide how to use his capital 
beyond those limits, and those limits give management a 
great deal of leeway. 

In this case I think the Canadian shareholder 
would soon recognize that he was infinitely better off 
investing in Canada. 

Unfortunately, all shareholders would understand 
the same thing, and they are more long-headed than our 
Canadizn shareholders. They are prepared to pay higher 
prices for our securities than we ourselves and that is 
why they have bought them. 

MR, STEWART: You referred earlier on to the 
relative contributions of depreication and ammortization 
on the one hand and retained profits on the other to 
corporate funds available from expansion and so on. I 
have before me a pamphlet entitied “The Federal Revenue 
System -- Facts and Problems, 1961," which is a pamphlet 


prepared for the Joint Economic Committee of Congress 
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of the United States, There are some tables on pages 32 
and 33 which I think bear out whet you have said in this 
sense, that in 1959, when you come to consider the 
sources of corporate funds, retained profits amounted to 
$9,100,000,000.00, and depreciation and ammortization to 
$21,500, 000,000.00, so that the retained profits were 
roughly 30 per cent of the total of the two. However, 
woisga50. percent, [pul it to. you,.is an important 
factor Co these companies, is it not? 

Mii» CAPCOM: ~lic,. Mr... Chairman,.i.do net. beiieve 
it is important to these companies, and I believe that 
these companies would have no difficulty in acquiring 
that amount of new capital for growth if thet growth 
was properly justified. I believe that the present 
system causes, in many cases, the meking of decisions whic 
are not properly justified Simply because we don't have 


"we" in there is management. 


to justify them -- and the 
I am saying that the incentive of a manager is 
to grow -- to become a president, or a vice-president -- 
bigger than John Doe. Now, the whole purpose is to be 
bigger and we lose sight of this question of profitability 
We lose sight of it because there are too many incentives 
such as the corporation tax to "not worry’ about cost, 
to "not worry" about the shareholder, to tell him that 
it is in his interest to leave his money in so that he 
can tale it out as capital gain. That money is in there 
and it ought to be taxed as income if it is earnings. 
I don't say there is any question but that there 
are good companies and there are efficient companies who 


could get 211 the capital they needed for growth even 
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if they were to pay out as dividend all the earnings they 


Igelact, as i said'in the brief, I believe "that 
part of our situation today, whereby foreigners own most 
ef the country, is due to the frct that we have had iow 
dividend pay-out. We have had our sheres priced on the 
market at a lower ratio than they ought to be, and that 
has made them a- bargain, it hes caused people to Welk in 
ena offer prices well “above the market 
Shares, Knowing that their poor market value is tuch 
higher. he Value is *pigner “because the earnings ere 
Ceres bul “the vaiye "has been Kept down in’ the market 
place because management 

MR STEWART? “Are “you -suegesting in this cage 
trae che general rate cr “auvirdend pay-out “In Canede is 


lower than it has been elsewhere? 


aoe vie ew evurrTy on ne “Market value of shores results in 
a yield considerebiy lower than ‘the yield “in any other 
Poreign country’. 

THe CHATRMAN: ~ May I point out that the 
evidence jest week was to the effect thet’ the ratio on 
the price of shares in Cenada was smaller then it wes in 


other countries, indicating thet our stocks are priced 


Mee Conroe Air eirents then’ our "Oividends ere 
too low, 

THE CHAIRMAN: No; price earnings was what 
tiie price’-earnings 


Spoke of; and I would have thought 


ratio would be much shcrter if our dividends hed been 
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unnaturally low; because certainly investment is not only 
impressed by earnings; it is impressed by dividends. 

PR EAPONe 6“Yes, (Chat cis aiechtx belfubomay co 
back through a number of specific company cases, Ogilvy 
Fliour is a good example where there was a take-over 
attempt, The stock market price immediately rose by 
50 per cent because the dividend pay-out rate rose, That 
Wes been true of icanadianr Oil Companies also, where it 
wosebpought Souteby (Shell. (The price was originally sone 
figure and it was turned down and the offer was raised 
by Many wmiltiongs eversnighnt, ‘end the price, of course, 
went away up. The price wes too low because the dividend 
pay-out was only a fraction of the earning power. 

That has been true of a number of companies. 

In total maybe it isn't so, but in specific instances 
you can point to any number of thewiin the Tastetenm year 
where they have been taken over because of low dividend 
pay-out, because of low market price. 

MR, STEWART: If I may interject here, aithough 
I appreciate that I am not here to give evidence, I think 
the Commission should not jump to conclusions on the 
relative price-earnings ratio in this country “nd 
elsewhere. TIethinkothis is an interesting field of 
study. 

THE CHAIRM{N: In order to clarify this 
particular point I have worked out an example which, it 
strikes me, might be quite helpful so that all of us 
understand the gifference in the revenue of taxation in 
the Capon proposal as against the present situation. Do 


you think this would be helpful? 
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MRPOSTRWART?* T) think so, 

THE CHAIRMAN: I have taken taxable corporate 
income of $4,000.00. T took $4.000.00 because it 
Givyides by four quite easily. Pithens cin) the. first 
column, place the existing situation and in the second 
column I have put the name "Capon", The $4,000.00 
applies in both columns. As things now stand I can take 
pe,900,00%and déduct-it.in the first: column, ‘and thus 
I am left in the first column with $2,000.00 and in the 
second column with $4,000.00. 

Then I suggest that there would be a cash 
Gividend under existing circumstances of 51,000.00; one- 
haif paid out and the rest accumulating. This seems to 
be fairly common in Canada. 

Moving over to the "Capon" side I have to make 
some essumptions. So I say that there would be 
$2,000.00 paid out in cash and there would be @ stock 
dividend of $2,000.00. We need about the same amount 
-- a half for the stock divdend and a half in cash. it 
may well be that if they continued this the shereholders 
would fire them! I don't know, but they would probably 
be prepared to accept it if it were cash. 

I move down to the next column and I calculate 
the tax on the shareholder; and I take an individual 
tax rate of 30 per cent, seeing that that seems to be 
what we are talking about -- with a fixed tax credit of 
20 per cent; thus, I am left with 10 per cent; applying 
the 10 per cent to this side I have calculated $100.00 
tax; and moving over and applying it here you have 


$1200.00. Therefore, I now would say the shersholder 
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would have received net of tax 3900.00 and he would have 
the benefit of $1,000.00 accumulation in the company, 

as well as, perhaps, what is realizable eventually by 
the sale of the shares and capital gain. 

Under the "Capon" side there would be net cash 
after tax of 3800.00, and there would be a stock dividend 
of $2,000.00. So, on the one hand, as things now stand, 
he would have got 5900.00 cash and under this proposal 
he would have got $800.00; and under the proposal there 
wuld be an accumulation represented by stock dividend 
of $2,000.00, Is that correct? 

Ma: CAPONS No; there is a wissing Link in 
there. In the first case, he has also paid this $2,000.00 
paid for \taxés which is the 50 per cent: corporation tax; 
and in the second case he pays out 30 per cent on 
$2,000.00 which is 5600, 00; go that under the "Capon" 
system he paid a lot less tax than he does under the 
present system. 

THE CHAIRMAN: I can see right away how total 
taxes, as they now exist, would be about $2100.00; but 
what I said was the shareholder is left with © 900.00 
after tax as things now stand, 

MA COMP ONse dimitex;but, hee dispalso Wed tamaon --- 

THE CH'IRMAN: He is left with $1,000.00, 
whereas he would be left with $800.00 under your 
proposal and $2,000.00 cash. 

MC CMPONe Ses. 

THE CH’ IRM‘N: That is what I said. 

MR, CAPON: Yes; I wanted to be sure that we 


recognized the total tax part, 


oe cu a Pr as 


| pilhideen calenin set ennaa Des: 00 satadan! votre f 
(brads. Koo ayiten? 9m china sa et? 0,08. +00..000 ,S9'he 
bepodom widd “obay Bis dena 00000) Top layed biuon aa If 
eres fmeoqere eft ebay hae 400.0088 top evan hilvam Bf 4 e 


brsbivit weote wd beinsesget aolvalumeoos as sd basin | 


be 


eiysarb0 Jedd et ..,00,000,S¢ Se. t 
mb Wnli yatteta sof sieddgohy sMOTA0 GaN eal f 


WOU AE ere? Dheqvodts asrt art yseee: ent ori. at. each 
{key Woltoion tos taen 189g OF shivet dokds 2oxe9 tod diag , 
fe Jats ase OF tye ayeq. st sean baneve: eit at bok 
"aoyjet” <6) ebe Jane Of yo0,,00a¢ at molsw 00,000,883 ; 
23 aebrw feoS ec acd xed east Jol 4 Bieq of astage Fy 
mete Tse ae 3 

Lato) vod ous Siat* S98 90 a tMOMALARD ST a 


& 
> 


Jud wO.00LoS tuode $¢ blwow gtetx® wronged? aa (comer ey 


ae 


UO UWE) Adin Wel et webfodeuaie si’ ecw bice I Jenne 
boeve wor egain? a5 x20 78% he | 
‘=< ASLw Jie, oalm.gt orl tad eeat-al « <hOdAD... 


OC VOC, 24 diiw Tiel eal sh si iMNAEHO AM? 


j ‘ueoy Uaequ 0O.005@ ditw Wtst ad binow od epasing 
.faeo 00,000,986 bas Laxogatd 

s88Y  :OTAO , AM 

Site i Jace ol chad? sWaMAt'ao RT 

oy 200) bive ay of hoinae x! t28Y ehOTAD aM 


tte Ags Latet-iscdd bowtage: 


ANGUS, STONEHOUSE & CO. LTD. . 
TORONTO, ONTARIO 4109 


THE CHAIRMAN: I recognize that the man is 
better off by virtue of accumulating $1,000.00 more 
than in the’ other case. 

MR. CAPON:. Yes. I would say that is due 
to inequity in the tax treatment of this form of income 
as opposed to all other forms of income. 

THE CHAIRM‘N: The corporate tax es egainst 


the individual tex, 


THE CHAIRMAN: Well, we will let Mr. Stewart 
Sarry on. 

MR. STEWART: Just dealing a little further 
with this example, if we take the same case where the 
eorporation has only one class of stock outstanding, 
then, under the existing system end under the "Capon" 
system the shereholder still has the same proportion of 
equity? 

MR, CAPON: The share alweys hes the same 
proportion of wheat is left in the company, but the 
equavyoor Te mayoditier. 

MRe SSTEWARTer Ands ase youyinddicated: earider.9 if, 
under the present system, = large amount of tex is token, 
as you say, from the shareholder, es such, then under 
your system, and assuming tht the demands of the public 
do not decrease, the amount of tax which is not taken 
from the shareholder as such under your system is going 
to be taken from him or from the populace as a whole in 
some other way? 

MR, CAPON: No; there we get right to the root 


of it, because if that is true then you are saying that 
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income than it should. Under my system I am saying 
Simply that the corporation is nothing; that income fiows 
through, and that under my system the shareholder in 

fact pays less tax; and that under the present system 

he is paying more than an equitable shere, 

MR, STEWART: I don't think that follows. There 
are two methods of taxation, and one may be equitable, or 
more equitabie than another --- 

MR. CAPON: One can't be "more equitabie". one 
can only be equitable or not. 

MR, STEWART: Well, I would just like to reserve 
judgment on that question on which is the equitebie 
system, 

However, there is the possible argument from 
the Chairman's example, that where there is 50 per cent 
Stock dividend your shareholder has 3800.00 of cesh lief 
and he has a stock dividend arrangement which reduces 
obviously the amount of cash thst he has left, Now, it 


is your expectation, Mr. Capon, thet these individual 


ct 
+o) 
om 


Shareholders will be induced to save and to invest in 
Shares of the companies this amount of cash? 
MRaeiCAPON: ova Vewart.« d-say Shat Chis: income 
belongs to those individuals and has always belonged to 
those individuals, and as a manager I say that I have no 
right to decide for them how to dispose of their income. 
There are corporations which are efficient »nd meke proper 
decisions, and individuals may take their savings end 


invest their savings in them, but surely the individuals 


¥ ee 


a 
2 


"> 


sain met oateive al easy lang 
[owt semzat 200° egabton’ a no E?ogHo®, seat rhe 

|| 2 0 nt) seb torte ante Sat w oseye ya Tobe daaa:t 
" @otduye Oeees Orn ‘ot? Goda 2687 ii itn lal 


| “oo 6 8 adeugie afead type: qe add?) sede satyoq ak 4 i 

: [posal ewottot Fada wild? 2 gob t RAWAM # \ 
te ,ATAM UNS ad (Ene SoD Bad fOkTenT IS abo em Owe oe 
a x =e een “ndritons het, stdHs taps wie | F 
Fae Redes reps etom” ed 20 Sh TAD ooh ln 


ie vedio %) sldetivps od vino dso 2) 
% ; 
A 
Byidesy 42 sll Tay) blogw Do. 6ieW eA WwaTo nee a? Oe 
didetivps etter dolninw Cc noldsevp Salt no, Jaswgbus 


= 


vw ous -mevaye r 


; 
ay 
2 
: 


wart? Sarsorrgc sfidlenog snd sk stoerts seveRoll oe. 76E 


Tiss teats In OOL00R) sar waite Hetiade adoy basbivib wu ae iE 


| thee “Sq GA 2k sued Stedw tatd ;olomexe e'nenaten oft # 
- ; 
| S*ogubed dolay taseeagqevts baeebives — a meat eet bas | 


ry 


wat Ber aor ‘ee tend geno siahecind wit ciao bede | 


(rabivloat sexiy Seal?) mogsed . dl dekvotenyjze any eb 


_ 5 
| wi? al toéval oo Bae svee oF beenbal od Pew etebionsisde Pep 
abe 7 
7 a ‘hele Ye Igoe eld. esleeqnos ort? “to eonute | x 

@ : . - 4 vite 


(Mesa othe seqv Gea’ | Felwesse. am SNOT4D AM ip 


r 
° - 


su Dtaneied ee wis and boo al audi bods eee o2 sanoled : 
4 


> 


i tsptdea # 24 bore jetmubivibal is - 


\Soe0onl tied) Yo cuggaeth 63nod wade =theyt ebiseh 7 tn, 


soy ow on tquhottie oe oad Rereenees ott 


_ ee _—_ 
: iUL bat bee 
» 7 on 
> Pye va; teas 


i eadtic aol 
, | ‘ 


aid 
[sian p 
at ies 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4111 


have the right to make that decision. 

Under our present system we have taken away 
from them a basic fundamental right of freedom, and one 
of the most important freedoms we have -- to own property 
and to dispose of property as we see fit; and by this tax 
we have, in fact, put limits on this freedom, and I say 
thet this is a major step towards socialism. 

MR, STEWART: Now, we do obviously require a 
certain amount of savings and capital valuation in the 
country, and some of that hes been done recently thr cugh 
corporations and through esrnings. Can we reasonably 
expect that at least the same amount will teke place under 
your system? 

MR. CAPON: Of course we can. We can reasonably 
expect a lot more will take place under my system because 
I am trying to make the free capital system more attractive 
by giving 2 proper return to the investors in iree 


Caprica ys 


(omy 


MR. STEWART: Well, now, let us take the people 


who are not presently, or to any extent, shareholders of 
Canadian companies. I suppose one of your objectives 2s 
to increase investment by Cenadian individuals in shares 
of Canedian companies. If your rules are put into effect 
Will these equities become sufficiently more attractive 
Co Cansdiens to induce them to divert part or their 
after-tax income to investment of thet nature. 

MR. CAPON: In the first place, they will have 
to offer ean income which is more than most of those shares 


do at the present time. Common stock yields ot the 
p 


present time 2 price considerably below our government 


{ hGidacienen aia 3 cestet aaten 8 

| may onde ye bar <927 990 Sh en weasgon to seoqath ‘oF, 
| yaad blk yinbniaiele' Bits mo OFEWE Guq! Fost ar ‘sels 
i 1 ua “yawetnieoe! ales? qeve totea £ incon 
| = @atupyt yrenolvdo ob sw*jwo : TRAWATS LAM . 


sH2 nf mofJoulev [69tqao bas egalvses ‘lo Tavowa re 


tages wiinsoss eaob eased ead Jadd to smog Ban entaHes | 


yidsioeioe ew aad sAgitadrAy Agvord? bas aaotdsioqiee | 


iebaw soniq sxet <) tw Tnvors cme Set Yess ta gant rasgke. | 


an he qwsvaye TwOy 


yidstioses’ qin ov {08S Sf sane! tO: neria® 7M | 


ut 
Seycosd mevaye wy ‘te bree ~~ gua? Iliw stom Tol 8 _————} 


LI csuITs etow Heleya faetqu’ sort odd sola of yaiyed walt t 


Sout ai exstesval sid 3a nudes t6qo%q 4 seen 


: | .fs9 qed 


_~ 
- 


| siqasq’ ods sed an val \wonm ,2T ow + TRAWETS 7M 


to areblods.ste ,SneIxe yoe O98 t  ,¥lsasesug Jon sts osiw 


gt asvivoetde titoy to sho ssoqque I .eetasqedo narbansd- 


Sor 


sr Re: 2 


ee7ere ni sisvbiviintr aslibansd yd Jasesvesvat ssxetoal oF 


= 
7s» 


, %4e2%s of nal Suq ete asia Swoy TI .asineawoo aatboand to. 


vi 


SvisoreIIr stom yldastoltige swoned setdiups easels itt i 


a 


er 


TlLene to Tie Tosvlb of mod? soubat oF snsibenad oF 
; | 08 


‘otesert Sat To VromIeovet oF emoost xsI- 79H 
oie 


ont LEPC Yads |, scold Jeatt ade nt WTA 


» 
- 5 


nite Gaon? ty vars nad? ston és dotdtw. eusone (ie 


- 
i 


a ro 
iy vy Sade a4 etree. ame) ‘nome ; ars dager iq Sit 


ANGUS, STONEHOUSE & CO. LTD 


TORONTO, ONTARIO / 4312 


bond yields; they are somewhat lower then industrial 


bendsyieids; and there arevfluctuations in yields stich 


Boein Une lmarketuonarcal propertycr co lisay  thatecif pyou. <: 


corvectuthe basic situation so that our common stocks 
offer an attractive yield then 
to the average Canadian moreso than 

andea lot of voethers things: 
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of how we might make use of our argument, and I believe 
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that is the biggest problem that faces not only Canad: 


what we heve built 
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With this system there is only one answer, snd that is 


that the man in the street will not be in a position to 


invest and he will ees Sonexoropraave . hat as the 
real point that I am trying to get at. TI heve nov trie 
to solve it in here. This is only the first step, 

MR «STEWART >.< I%eseems to me, if i have 
understood your reasoning in this brief, that the type 
person you would like to see os the sharehoider ol 


Canadian company is the person who is now in one ov the 


lower income groups and I confess to not being entirely 


clear how you are going to persuade him awsy from 


government bonds to the extent that he is now an investo 


in that type of thing. I realize that by increasing 
the return on equities you may feel that he mey be hore 


disposed in their favour, but 2 lot of these peopic, 


I take it, have no real savings et all at the toment. 
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MR. CAPON: Mr. Stewart, that is absolutely 
correct and that is a thing that is bothering me. How- 
ever, I think you have opened up another subject that 
requires another ten volumes. I say that unless the 
average Canadian can in fact look forward to getting back 
a part, possibly a measure of his total income as a return 
on capital, then we in Canada --- and this is equally true 
of the United States or any other free enterprise country +- 
we can look forward only to ultimate socialism. 

I say that because if you look at the last 
ten years you will find that we have passed over a very 
critical peak, a peak of employment. Five years ago we 
had virtually no unemployment at a time when our total 
national income had reached a high level. Today we have 
between five and seven percent unemployment and our total 
national income at a much higher level and there is 
reason for that. 

That reason is because technological 
advances are enabling us to be much more productive with 
less work. In fact we know you should make much more 
per man hour and if we were prepared today to cut out 
featherbedding, unnecessary employment, to cut out the 
amount of money that we are spending to produce for 
defence, which is not the defence products as such, adding 
to our living standard, we could produce usable goods and 
services that we require with 15 to 20% unemployment, 
and we mites have started to use our modern technology. 

What I am saying to you is we will not 
in ten, twenty, thirty years time have enough need for 


work as such to provide our people with the amount of 
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income that they will need to Support the living standards 
they desire. We shall have the production, weshall be 
capable of a gross national output that will give them 
high living standards, but they cannot have high living 
Standards unless they have the income. The reason we 

will have that productivity is because we shall have 
invested capital to produce those goods, and unless that 
capital can be owned by our people so that they can earn 
the capital on income, then what do they have, they have 
unemployment. And if there are enough people that have 
unemployment, what are they going to do? They are going 
to vote for socialism. Why shouldn't they? You would and 
I would. So my concern is to get capital to the most of 
the people. I am talking about ten, twenty, or thirty 


years time. I am not talking about tomorrow. I don't 


offer you a solution how we should do it, but I say unless 
we do, we are in real trouble. 

THE CHAIRMAN: There is a point I don't under- 
stand here. Is this a good place to ask a question? It 
is right on the subject, I think. I do not know how Mr. 
Capon would propose to distribute very much more money 
hence making the choice of his investors any wider than 


it is now without some compulsion as to the form of distri 


bution. If distribution is to be settled by the director ; 
as would be the case under the present corporation laws, 

it would be my guess that with that kind of distribution 
there would be sufficient cash to keep up with the general 
level of cash distributions plus enough to see that share- 


holders were generally comfortable with regard to paying 


the additional personal taxes which would be involved in 
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this proposal, and beyond that I would Suspect most of 
the distribution would be in some other form of pape. 

Thereason I say that is that this is not too 
different in method from what occurs with cooperatives, 
because under the cooperatives laws the cooperatives are 
required to distribute all that is left over annually, be 
it what it may. They are required to pass it out. When 
it comes to passing it out it doesn't £0 a11 "in cash, * 26 
goes at various levels of cash and paper. It would seem 
to me therefore, that under a similar system with corpora- 
tions it would be a rather simple treatment. It may well 
be that it would be unfair over a period of time. I don't 
see why. I would have thought if you are going to put a 
choice in the hands of the individual Shareholders, which 
is the basic proposition put to us, remove the choice and 
turn to the shareholder, you have given the shareholder 
some spending money not just securities. 

MR, CAPON: Mr. Chairman, if you accomplish 
your purpose by the stock dividend route you are saying 
you would in fact give him cash, pay his taxamd then give 
him stock dividends for the balance. Then I say to you 
that is accomplishing the purpose. It is giving to him 
the right to property which he may keep as his right and 
do as he chooses. 

You may say that that is his present share 
at the present time, but in fact his present share goes 
up or down for entirely different reasons. I would give 
him the constant and unequivocable right to his income at 
the point of time the income is earned. He can transfer 


it or keep it. That is up to him. It would make available 
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to him a larger number of share units on which he would 
have paid his tax. 

THE CHAIRMAN: I can see the shares going 
up for an awful lot of reasons. One element in there is 
accumulation and accumulation keeps on going, so that he 
gets more peper in respect to that accumulation. I would 
not think it adds any more if he waits five years on the 
accumulation and then gets a split. He Haeemore money on 
the split. 

MR, CAPON: There is a difference on it 
being done at the point of time. That is, I think, 
important. The shareholder in fact has the right of 
election on the Board of Directors and if our tax system 
is so set up that the income of the company goes by right 
to the shareholder automatically, whether it be through 
the stock dividend route or in cash, I believe that the 
shareholders would use a much greater measure of control 
over management than they do at the present time. So as 
long as there was not the opportunity for capital gain 
through the present route of retained earnings, I believe 
the shareholders would enjoy a much greater control 
of the management. That is their right and that right I 
don't wish to take away from them. I simply say the 
present system is in error. I believe we should change 
that error, but always leave the shareholder the right to 
take his own actions. 

THE CHAIRMAN: There are at least two or 
three errors you see in the present system. One is dis- 
connection of manager from owners. You are concerned abou 


that. Another is incentive to tax free income. Probably 
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there are others, but those two I can think of very 
quickly. 

MR. CAPON: The third is the incentive to 
inefficiency which is very real. 

THE CHAIRMAN: I didn't see that... I am 
sorry. I see that is there, incentive to inefficiency. 
Now, I don't think much changes. You are going to have 
very high personal rates. 

MR, CAPON: We are not going to have any 
tax burden on the corporate income as such. In other 
gesner management will earn the profit before tax for the 
Shareholders instead of the profit after tax. I can tell 
you from experience that many, many management decisions 
are made knowing that it costs fifty cents on the dollar. 
That is inefficiency that concerns me and concerns me a 
great deal. 

THE CHAIRMAN: Do you not regard the tax 
on profits as a tax on corporations? 

MR. CAPON: No, not a tax on the corporation 
As far as I am concerned, it is a tax on the individual, 


because the corporation never owns the property. It 


THE CHAIRMAN: Is it not a taxation that 
will influence corporate behavior? 

MR. CAPON: It will influence corporate 
behavior to the extent it will cause the coporation to do 
in equity what it should do, always make available to the 
owner of the income his income. 

COMMISSIONER PERRY: I am wondering if it 


would. Haven't you left the institution in the position 


belongs to the shareholders at all times. 
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COMMISSIONER PERRY: The facts which you 
allege there, a high tax rate --- I am suggesting as long 
as you leave in the tax rate you are going to have this 
objective. 

MR. CAPON: No. 

COMMISSIONER PERRY: Show me. 

MR. CAPON: In the first place corporation 
management is measured for efficiency purposes on its 
profit ability. In other words, we hold out profit as a 
measure of our efficiency. That will continue to be, It 
so happens that the profit on which we ought to be measure 
is the profit before any tax. 

COMMISSIDNER PERRY: Presumably this applies 
at the present time too. 

MR. CAPON: It doesn't apply at the present 
time, because corporations, as most of the writers have 
said, treat corporation tax as an expense and they strive 
for a net income after tax, because the people of Canada 
have said "Let us make the corporations pay this share of 


our tax revenue instead of us doing it, and then it won't 


Se a ee I Te ee aN : ee 


hurt us." The corporations as such have said "It is an 
expense the same thing as anything else is an expense and 
we will try and pass it on and recover any way we can, but 
it is an expense." In fact management today accounts to 
shareholders only for net after taxes. I say that if the 
tax was eliminated management would account for the net 
before tax which is what it should. 

Now, it is perfectly clear that if manage- 
ment did not then pay out profit it would be incurring a 


75% tax on behalf of the shareholder because it is the 
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Shareholder who owns that income and always earned it. 

It has nothing whatever to do with the management and the 
efficiency of the corporation. Now, if you say to me that 
management would actually go out and spend money in order 
to keep its profit low, I say to you as a manager I 

cannot imagine anything more foolish, because I am the 
measure of my profitability. I am not going to give it 
away. I am not going to throw it away just because I don! 
want to pay a shareholder 25¢ on the dollar. 


COMMISSIONER PERRY: I am suggesting to you 


unless you are thinking of distributing all your earnings 


that some tax pressure would be present simply because -- 
that what you have not distributed is going to be subject 


to as high as 75% rate. 
, MR, CAPON: There is no reason for it to be 
if you are willing to pay a stock dividend. 

COMMISSIONER PERRY: That is another way out 

MR. CAPON: It is the obvious way out. 

THE CHAIRMAN: Why don't you put your proposal 
on that basis that the corporation shall be taxed as a 
partnership, subject to the reservations you have spoken 
of, rather than inflict a punitive tax on the undistribute 
portion of the earnings? 

MR. CAPON: Because I am trying always to 


make one point. It is really a very simple point. The 


corporation as such is nothing. At all times its property 


and its income are the property and income 
of its shareholders and to try and tax a | 
corporation is a fallacy and the result of that fallacy 


is manifold increasesmimefficiency. It is an expensive 
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| 


tax to collect. It causes a’)whole lot of ‘bad effects. | 
particularly .as:-it is directed. to’ concéntretion “of Sainte 
eae 

THE CHAIRMAN: Consistent with that proposal | 
a suitable tax is as a partnership is taxed. 

MR. CAPON: That is right. The suitable tax 
is simply taxation of that particular income, the same as 
any other income is taxed. 

THE CHAIRMAN: That is consistent with your 
proposition that the corporation is only arnoneéntity. 

MR. CAPON: That is all it is. 

COMMISSIONER PERRY: What bothered me about 
your proposition is that it makes the difference between 
distributed as dividends and spending to wduce retained 
income almost equal. There is not enough kept for your 
distribution of dividends. In other words, either way 
your profits are almost fully deducted for tax purposes. 

MR. CAPON: What do you mean; the profits 
are fully deducted for tax purposes? There isn't any tax. 

COMMISSIONER PERRY: Fully deducted as 
dividends. 

MR. CAPON: They are not fully deducted. 
There isn't any tax there. 

COMMISSIONER PERRY: That is the same thing. 

MR. CAPON: It is not the same thing, Mr. 
Perry. Well, all right, there is taxation. What is taxabl 
is the retained earnings. What is taxable is the income 
of the individual. If it is not received by him as income 
then I say you have got to collect your taxes at a high 


rate because I am saying the only individual who can live 
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COMMISSIONER PERRY: Why doesn't this affect 


the corporate behavior just as much as the present corpo- 


ration taxes? 

MR. CAPON: Because corporate behavior is 
based upon the public measurement of its efficiency and 
that is profit. Under the present system corporate income 


tax is an expense on business. We are not accountable for 


it. It is just an operating expense, so what we try to do 
is measure our profit in terms of profit after deductions 
and the moment we remove that item we measure our 
efficiency on the basis of profit before taxes and that is 
our measure of profitability and any manager that tried to 
minimize that figure needs his head read. 

COMMISSIONER PERRY: I am not referring to 
having you remove it. As far as I can see, you are 
exaggerating it. 

COMMISSIONER GRANT: Mr. Capon, it just 
occurs to me that on your plan for distribution of pas 


profits to the shareholders, that very little is being 


retained other than a reserve against depreciation, which 
you would not change, and a general reserve which could 


equally be the equivalent of 100% of the paid-up capital. 


Then anything that might be retained after that would be 
subject to a fairly high corporate tax. 

Now, I wonder whether or not that type of 
accounting might influence management's thinking directly 
opposite to what we have been considering when we say that 


the Government is paying half of this. Therefore, let us 
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make this expenditure. The Government is paying half. 

I think, when you were here in April, you 
used the example of "let us carpet this office from wall 
to wall. The Government is paying half of it." 

If we are going to have a 100% pay-out, afte 
the reserve is taken care of, it is going to benefit the 
shareholders to that extent. 

Would management be inclined to say: "Let 
us forego repairs to this machine", or "Let this building 
deteriorate because we will make a capital outlay. We 
will replace the whole thing next year"; because if you 
are going to make repairs you are going to charge it as 
an expense. The shareholder is going to get that much 
less. 

That is a sort of reverse of the Government 
paying. The shareholder is going to pay out there. Let 
us ease the burden of the shareholder rather than place 
the burden on the Government. 

Do you think that would influence management 

MR. CAPON: Mr. Grant, it might. I think what 
will under these circumstances always determine the 
decision is simply the marketplace. Management will mve 
to sit down and look at the alternatives open to it and 
see which will produce the most desirable result. I am 
Sure the most desirable result is the one that gives the 
most profit, because my operation is being measured on 
profit. Therefore, the marketplace will make the decision 

At the present time I am saying the decision 
is influenced because the Government pays half of it. I 


Say, get that out of management's head. That is what 
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causes us to do wrong things. Let us let the marketplace 
make the decision. Let us decide what is the right course 
of action. 

It may be "repair" or it may "no, don't 
repair, build a new one," but that would be based upon the 
measurement of the profitability of those two actions and 
that is what it should be. 

THE CHAIRMAN: I have got three or four more 
questions. I want to hold them until Mr. Stewart gets 
through. Let us let Mr. Stewart get on with the question- 
ing. 

MR. STEWART: Mr. Capon, I would like to go 
back to the proposition you were making a few minutes ago 
which is developed in your brief and which is to the 
effect that technological developments are upon us and 


that the effect of those is going to be steady and perhaps! 


increasing unemployment. 
I wonder if this concern of yours --- which 
only time will justify or show to be unjustified --- is - 


different from the concern which may have been expressed 


over a period of many years almost since the industrial 


| 
| 
revolution? 

I mean, have we not almost throughout all | 
that period been told from time to time that machines and | 
technology and automation are going to make it impossible 
for us to keep our labour force at work? 

MR. CAPON: Yes. We have been told that and 
at the same time we have proven that we can increase 


productivity sharply enough to take up that employment | 


under the machine system. 
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However, in the last twenty years things 
have happened which have fundamentally changed that 
Situation. I will just name a couple of them. Today, for 
example, we are talking of a 700,000,000 bushel wheat 
crop which is far and away the largest wheat crop we have 
produced in this country, and yet we have on the farms les 
than one-third of the agricultural employees that we had 
twenty years ago. 

secondly, we are now beginning, and only jus 
now beginning, to use automated data processing systems 
which will enable us to reduce very substantially the 
number of clerical workers which we use at the present 
time. 

We have only just begun to use all this new | 
type of technical knowledge. 


In the last twenty years there has been more 


new technical knowledge developed than in all the rest of 
history and that should not surprise us, because there has 
been more money spent on technical research in the last 
twenty years than in all the rest of history. 


What I am saying to you is: We are moving 


than the change of the industrial revolution. 


into a change now which is infinitely greater in scope 
I am saying that already we can see an 


indication in the fact we have 5 to 7% unemployment with 
the highest gross national product we have ever had. 


Certainly, only time will bear me out. 


Unfortunately, if we have not studied the solution before 


that time comes, we are in trouble. 


| 
MR. STEWART: Just so we can get your opinioh 
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“emet® 


on this, may I draw your attention to Exhibit No. 21, 


which was filed at the closing stages of our hearing in 
hori. which consists of three pages. The first is 
headed "Wages, Salaries and Supplementary Labour Income, 
Military Pay and Allowances as a Percentage of National 
Income," and relates to Canada for the years 1926 to seats 
and that shows a fluctuating but perhaps surprisingly 
constant percentage during that period of some 35 years. 

Page 2 relates to the United Kingdom and 
covers the period from 1870 to 1950 and deals with wages 
as a percentage of the home produce national income there, 
and again it doesn't seem to vary very much from what, 
in that case, is a figure of 40% throughout that period. 

Then, page 3 refers to the United States 
and to employee compensation as a percentage of national 
income in that country during a series of periods from 
1900 to 1957; and in that case, curiously enough, the 
percentage, by and large, sagt to be increasing. 

MR. CAPON: Not since 1930. 

MR, STEWART: No, not since 1930, during 
which period it has See fairly constant. 

Have you any opinions on these figures and 
the second question is: Do you consider that what is 
occurring now is really such a remarkable change in tech- 
nological or reflects such a remarkable change in techno- 
logical development as to produce a situation which is 
different, if you like in kind, from what we have 
experienced up until now? 

MR. CAPON: I believe what has happened and 


what we are only just now beginning to take advantage of, 


= Ppers edi! .Begeqg ooxts. Yo.e¢atenoo AotW 4d 
.smogod wedal ‘unineme lgque. bas pettalsd, .wepel™b 
Ennottel, Yo epadieered s ae aeonswollA, bas, vad, mie 
Peyspcnpeaicae os nbcr 
efamteairquis eqesdtog tud gakvegtoult s awode saat de | 
.wiasy @E emoe To holisq tad¢t yaltob ogasagoTeg — | 
bes mobgalh bestia edd oy setslet S eyed 
easy Asim lass bas O82t of OBL mort bolneq add eueves: 
|, omerts ‘iia lLanotéma eowborg eaod adt lo egedasereq 2 a6 
eteriw morzl dowd yrev vrs ot-nses o'mesob IL atsys bas 
_bofsed tat? teodgsemi? ROA to emalt 6 ef .easo tadd ak” 
asda? bedla edd of exeter € egeq ynedt 
fsnoijen te egaineoiseg 8 as aolesaneqmon sevolame ot bas 
| mort') edo.treq to estuea 6 sntiusb yrseawoo gadd at emoonal | 
| etd ,tyguone tfevoliws: .enso ¢adt at baw :Jeer of O0eL 
| -Mikaseriool- od og amese .satal bas td \.egsineoreg 
,OECL: cemle goH :MOTAD om 
untest ORE ponss Tom ,ow :THAW2TS . 7M 
-tnstenos yialst bealamer asd gl boiteq dotew | 


bas coudst? saad’ ae enoiniqo yas wot sve 


Se a 


ef Jadw teddy veblanoo oy of set noldgeup baenea ene f 
-foes al epnads eldsoitamet s dowa yileet al won goteus9)e 
-omises ni enamic elisvtemet ps dove atoelier so Leotgofoa Fz 

eam Holiw nettiutia s soyborq od Ba teemyoloveb Laolgol f 
svar ow ¢arw mocxt .dbalel.al adii-voy tt (emote tae | : 
p fwos fldae qu besoare: 2 


beasggan = date evelied I. otra MH |. 


Sa 
dwar want. 


7 


ANGUS, STONEHOUSE & CO. LTD. : 
TORONTO, ONTARIO 4127 


is so great a change that it will obsolete this as histori 
cal data. 

However, what has happened all through those 
years is what can continue to happen; increasing producti- 
vity through employment of capital. You increase gross 
national output and can therefore afford to pay higher 
wages and salaries. 

In other words, you are passing to the 
employees a good sizeable chunk of the benefit that is in 
fact earned by capital. You can continue that process as 
you increase national income by increasing capital invest- 
ment. You can continue to raise wage rates and give 
employees the benefit of something which they have not 
put out;give employees the benefit of capital which has 
been put up by those who have saved and, as you yourself 
Said, you suspect most of the wage earners are not savers. 
In other words, they are not investors. 

Now, the eceunsvedtican change is such we 
are becoming sobered now or we know how to be sobered up. 

Now, when we can afford big increases in 
wage payments, if you like, if you make that increase in 
wage payments, one has increased the incentive to further 
mechanization. 

Now, that is being reflected in two things, 
an increase in unemployment --- and there has been an 
increase in our unemployment figures in spite of the fact 
our gross national product has been going up --- also by 
a reduction in the work week. 

In many of those years the work week was up 


to 80 to 85 hours. The work week is now down below 40 
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hours in Canada. 

In other words, you are looking at this 
percentage of national income which was earned at a time 
when people were working twice as long. Once you get to 
working below 40 hours a week, you find something that 
should not surprise you; people start to look for two 
jobs, because they do not want to sit at home doing 
nothing. 

We say we should retrain our labour, because 
thereare not going to be enough jobs as labourers. If you 
retrain them, all you are doing is equipping them to carry 
out two jobs. Those two jobs will be carried by the peopl 
who are most capable. 

If a man comes in to you for a job and he is 
capable of doing it and more capable than the man who is 
doing it now, you give it to him. You don't ask if he is 
doing another job at the same time, so what I am saying 
from here on in: If we try to solve our problems by 
reducing the work week, all we are going to do is increase 


what we call moonlighting, two jobs. 
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I look for the future to continue what you would 
call unemployment and what I will call leisure. Probably 
the solving of them is a problem of distribution of 
income. If you sey to me "people must have jobs because 
in this social age you work," then I sey to you "Well, 
that is fine. We will throw out our steam shovels and go 
back to using hand shovels." We can make jobs, but the 
point is that we cannot make productive jobs. That is a 
technological change which is taking place. 

MR, STEWART: But I take it that there are some 
prospects that, through adjustment of wages, through 
shortening of the working week, through increase in 
productivity of labour during the period in which it is 
implied, since this is a problem which emerges from 
present technological development, it may be solved in 
the same way substantially as corresponding developments 
have been solved in the past? 

MR, CAPON: To a point only; because if you 
increase wage rates -- forgetting the inflationary 
factor -- if you increase wage rates for a given unit of 
work you increase the incentive to mechanize that 
particular job. You come to the point where you literally 
do not have the number of jobs required by the number of 
people, 

MR, STEWART: Well, we may be concerned that we 
won't, but I suggest to you that this is a process that, 
again, has been going on -- that if you increase, 
Willingly or unwillingly, wage rates then the employer 
looks for machines or other ways of cutting down on the 


labour content of what he produces? 
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MR. CAPON: But he never has had the kind of 
machine that we now find available. 

How would you explain our unemployment figures 
with our gross national profit at an all time high? 

MR, STEWART: Well, Mr. Capon, I am incapable of 
explaining it and I am not going to attempt to do it; but 
I put it to you that during this process, which has been 
going on probably at various times through the ages, but, 
at any rate, from the time of the industiral revolution, 
there have been periods of relatively high unemployment, 
and in the past these periods have been temporary and 
the more normal level of employment, or unemployment, 
has returned? 

MR. CAPON: In the past, Mr. Stewart, these 
pericds of high unemployment have coincided with periods 
of low gross national product. In other words, you have 
had a co-efficient, and as you see this co-efficient is 
different today. 

THE CHAIRMAN: I think I am inclined to accept 
that, and I guess we all agree with Mr. Capon, that high 
employment and poor economy will not necessarily go 
hand-in-hand in the future. Two years ago, in a report 

Welfare 
for the Canadian/Council, I stated that so far as I can 
see we are moving into an area of great wealth and into 
an area of increased unemployment. It seems to me at 
least that unemployment is a serious challenge. 

MR. CAPON: AbSolutely. 

THE CHAIRMAN: But I don't think we are going 
to affect unemployment by cutting down on automation. 


We are going to cure it by finding other things to do. 
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I don't know that what you have got here is a means of 
curing it. It may be --- 

MR, CAPON: This isn't the cure by any means. 
This is simply one relatively small step, but, I believe: 
a very necessary step. I think it is a very necessary 
step because the incentive engendered by corporation tax 
are pushing us away from solving this very basic problem; 
and that is why I am hitting corporation tax. But I am 
not beginning to say that this is the solution. This 
is one very smali step 

MR, STEWART: Well, switching to a different 
point, in paragraph 17. of your, brief,.on. page 9, you 
criticize the progressiveness of personal income tax 
rate in Canada at the present time. You have aiso 
elsewhere in the brief, or in what you have said this 
morning, suggested thet the corporate rate on retained 
earnings should be at approximately the 75 per cent level. 
Could you indicate to the Commission generally what 
range of personal income tax rates you would contemplate 
for this country under your proposal? 

MR. CAPON: Well, Mr. Chairman, I didn't attempt 
to get into the personal income tax rates, and quite 
deliberately. 

Personally I believe that equity requires only 
that income be taxed at a rate, and that that rate be 
applied to the total income in order to produce the 
government requirements. In other words, I see no excuse 
for a graduated personal tax rate, other than the excuse 
used by the politician -- "Let's soak the rich", A 


graduated tax rate is only "soaking the rich". 
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I would like to quote a short paragraph from a 
book written over a hundred years ago on this very point: 
"Sometimes the law defends 

Plunder and participates in it, 
Thus the beneficiaries are Spared 
the shame, danger, and penalties 
Which their actions would otherwise 
involve. Sometimes the law places 
the whole apparatus of Judges, courts, 
prisons, and gendarmes at the service 
of the plunderers, and treats them -- 
when he defends himself -- as a 
criminal, 
But how is this legal plunder 
to be identified? Quite simply. Hence 
the law takes from some person 
what belongs to them and gives it 
to other persons to whom it does 
not belong. Hence the law benefits 
one citizen at the expense of another 
by doing what the citizen himself 
can't do without committing a crime." 
That is obviously Simple, and I think it is completely 
Crue, 
MR. STEWART: Perhaps you could tell us what 
you are reading from? 
MR, CAPON: I am reading from a book "The Low", 


written by Frederic Bastiat in France at the time when 


France was approaching its second revolution. 


MR, STEWART: When you mention the 75 per cent 
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rate, would it follow that you contemplated a marginal 
individual rate of 75 per cent? 

MR. CAPON: No, it wouldn't follow at oie i 
What I hed in mind was that if we are going to develcp 
a system by which we recognize the fundamental truths 
that the profits earned through the medium of corporations 
are always the income of the owners of the corporation, 
it follows then that that income should be taxed as 
income, and the most efficient way to do that is to see 
that it gets peid to the individual because it is theirs, 
and let them use it as they will, having paid the tax 
on it; and if we set up such a system then we obviously 
have to see to it that the people just don't leave their 
income there, Therefore, you must use whatever mechanism 
is necessary to ensure that the income flows to the 
individual and is er equitably; so I used the 75 per 
cent figure because I thought that was a big enough club 
for the shareholders to see to it that management pays 
out to the shareholders what belongs to them. 

MR, STEWART: I simply point out that if the 
shareholder hes an effective rate ag high as the 75 per cent 
rate it might be well for him to leave the income in. 

MR, CAPON: I recognize that, but I say in the 
same peragraph 17 that "..,.the steep graduation of 
personal income tax rate is defensible only on the basis 
of political expediency..." and 75 per cent isn't steep, 
it is precipitous; and it certainly at the present time 
is legal plunder. 

MR, STEWART: In order to ensure that there is 


a flow of revenue to the administration would you 
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contemplate that the corporation, when it distributes 
income to the shareholder, would be required to withhold 
tax at a particular rate, which tax would be credited to 
the shareholder's account? 

MR, CAPON: For practical purposes I should say 


we would have a withholding tax. I dislike a2 withholding 


8) 


tax in principle, and I am en idealist when I say that 


{ 


I think people should have to pay their own tex so that 
they can recognize how much they are paying, but I see 
that we could get into 2 besutiful socialistic mess 
with the company handing it out and it would never 
be got from the people, if they had the right to get 
hold of the money in the first place. They would collect 
their money and, in some cases, might beat it out of the 
country. So since we have got our government 
expenditures at that level then for practical purposes 
I would have to swallow my idealism end accept a with- 
holding tax, and it would be at whatever rate was 
appropriate, 

MR, STEWART: Mr. Chairman, eny other questions 
that I would be putting to Mr. Capon would involve a 
comparison of his proposal with other methods of taxing 
income which is presently got through corporations and 
I don't know that these questions are really necessary. 
Having regard to the time limit it may be that [I should 
desist and that you and the other Commissioners should 
ask whatever questions you have in mind. 

THR CHAIRMAN: Let us see how we cen get on. 
I have probably ten or fifteen questions myself, and I 


Suspect that the other Commissioners mey have more than 
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that. Suppose we carry on and the Commissioners can 
address their questions and we can probably get through 
with that, 

Arve you in a hurry to get lunch, Mr. Capon? 

MR, CAPON: No, Mr. Chairmen, 

COMMISSIONER BEAUVAIS: Mr. Capon, do you think 
that if your proposal is accepted part of the profits 
would be shifted from the shareholders to labour? 

MR. CAPON: I Would think there would be 2 
movement in that direction, and that the adoption of 
So great a change would necessarily cause profits to 
increase very materially over what we have come to look 
upon as the normal level; and it would take time for 
this to be adjusted, There might be 2a reduction in 
prices; there could be some increase in dividends; but 
this readjustment is & major readjustment, and that is 
why I had a tough time at the end of the brief. I 
thought that this wes something thet could be done over 
a period of years; in other words that we would be making 
the readjustment involved and doing 10 per cent this year 
ond the next year and so on. But some part of wis ts atl 
think, would get into labour, 

COMMISSIONER BEAUVAIS: Now, my next question 
is that I am worried ebout the case of the minority 
Shareholders having 20 per cent of a company and having 
nothing to pay his income tax, You say the profits 
might be distributed either on a cash basis or 2 100 
per cent stock dividend, and the minority shareholders 
would have to pay income tax without having capital; and 


if it is a private corporation, or 2 corporation with 
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Stocks not distributed under the stock exchange he won't 
be able to sell some of the stock to pay his income 
tax, 

MR, CAPON: That is correct, I think I would 
Say that this comes back to the freedom of the individual, 
Mr. Beauveis, to choose to invest in a company in which, 
by its nature, he is going to be a minority shareholder. 
In other words, if he invests in = controlled corporation 
he does so realizing that he does not have an effective 
voice, That is simply the fact of it, Mr. Beauvais. 

COMMISSIONER BEAUV‘IS: es; but he might 
inherit the shares without investing in the company 
himseif, 

MR. CAPON: And if the corporation is a 
profitable corporation then those shares will have 2 
Value > there ais always the veadwe*. 

COMMISSIONER BEAUVAIS: Yes; but the value of 
a minority share is very hard to realize. 

MR CAPON: I agree it is; and. that is one of 
the problems of the investor who elects to put his money 
into such a situation. He makes the decision not 
necessarily for himself but also for those te whom his 
property falls in the event of his death, 

THE CHAIRMAN: Mr. Beauvais is trying to 
distinguish between the present position and the position 
under your system. 

MR, CAPON: That is right; I don't think there 
is any distinction. 

COMMISSIONER BEAUVAIS: But I am worrying about 


him having to pay his income tax and he cannot realize 
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ij it, and it may be that this man has no other income, or 

2) no cash. How can you solve this problem? 

3 MR, CAPON: I wouldn't solve his problem. I 

4] would think he would have to sell his share, 

5 COMMISSIONER BEAUVAIS: If he can, 

6 MR. CAPON: If he can; and if he is getting = 

7| dividend that means it is a profitable company. 

8 COMMISSIONER BEAUVAIS: It might be, but he 

9]| might not have any market for the sheres. 

10 MR, CAPON: That is right, 

11 COMMISSIONER BEAUVAIS: But he would have to pay 
2) His-income tax, 

13 MR, CAPON: Certainly if he couldn't raise the 
14] cash he would heave no alternative but to sell the shares, 
1 I don't think the situation is really different 
16] from the present situation where he doesn't get any 

17 dividend anyway. 

18 COMMISSIONER BEAUVAIS: But he does not have 

19|| to pay income tax if he has no dividend. 

20 THE CHAIRMAN: And I take it he stands 

21| ultimately to make a capital gain. 

ee MR. CAPON: But he hasn't got any. value for 

23 his share so he can't make a capital gain. 

14 COMMISSIONER BEAUVAIS: But you realize it is 


25|| 2 very serious situation in many, many cases? 
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MR. CAPON: I realize this, Mr. Beauvais. 
However, I believe that management in such situations 
today are more aware of the effect of minority share- 
holders, 

Under certain circumstances minority share- 
holders are very carefully protected by our courts under 
the Income Tax Act. For example, in theevent of a compro- 
mise arrangement, the court will allow minority share- 
holders to vote as a class. 

COMMISSIONER BEAUVAIS: Oh, yes. 

MR. CAPON: So it may be that we can sec int 
a situation where it is necessary for the minority share- 
holders to have access to the courts in the event of un- 
fair treatment, but I don't believe that is a tax problem. 

THE CHAIRMAN: May I interrupt just to make 
this clear. Are you implying to Mr. Beauvais that there 
would be no greater disability than exists at the present 
time? 

MR. SCAPON S0CTHat “is "Fieht. “Inthe total 
property situation the difference is the man who gets the 
stock dividend and therefore increases a tax liability 
which he did not have before, but in fact he is getting 
more property rights than he got before. The problem is 
in the marketability of the property right. 

COMMISSIONER BEAUVAIS: I do think in such a 
event the Act should provide that he gets sufficient capi- 


tal to payhis income taxes. 
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MR. CAPON: Mr. Beauvais, let us say in that 
case we are now getting into the Income Tax Act rather 
than the Corporation Tax Act because I have already elimi- 
nated the Corporation Tax Act. 

THE CHAIRMAN: I think, Mr. Capon, you may 
require some new guide on company law. 

COMMISSIONER BEAUVAIS: I have another point. 
You said that depreciation is sufficient to finance norma 
growth needs. 

MR. CAPON: A very substantial part, not al 


COMMISSIONER BEAUVAIS: Because you realize, 


‘Mr. Capon, depreciation is taken on a value that is not 


realistic today. 

If you take depreciation money for growth, 
you won't have anything left to replace machinery or to 
improve machinery or the plant. 

MR. CAPON: Mr. Beauvais, our experience ha 
been that we very seldom replace as such. If we have to 
replace, we usually find the technological changes are 
such that we can replace the capacity at lower cost than 
that of the original plant. This is not always true, but 
we find that this is tending to be the truth. 

But, at any point of time the depreciation 
route provides you with a cash flow for growth. I agree 
with you that at some time maybe there has to be an 
accounting, but that time is always deferred into the 
future because as you spend your current depreciation mone 
on growth, it in turn becomes depreciated. and you increas 
the cash flow. 
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“aunt 


1] to the U.S. figures that Mr. Stewart read, two-thirds of 


2| the cash flow comes from @epreciation and only one-third 
3| from retained earnings. 

4 At some time I have seen the Canadian 

5| figures that looked closer to three-quarters and one- 

6| Quarter. I am just going on recollection. However, the 
7|| depreciation provision is by far the bigger part of the 

8|| cash flow. 

9 I do not say that would look after all 

10/ growth. What I said is that would look after a great part 
11/| of growth and that I feel that our corporations should be 
12 prepared to go to the marketplace for capital for the 

13|| plants. 

14] COMMISSIONER BEAUVAIS: They do that at the 
15] present time, though. 

16 MR, CAPON: I think you will find, Mr. 

17| Beauvais, that less than 5% of our growth in the last 20 
18] years has been financed equity securities, if you exclude 
19 the banks, which have a rather favourable system, and the 


20|| utility companies which lfeve a different system. 


21 THE CHAIRMAN: Less than 5% for growth. 

22 MR. CAPON: I believe that. 

23 COMMISSIONER BEAUVAIS: In equity, in bonds? 
14 MR. CAPON: No. I think in any case any 


25|| company borrowing money by bonds, the reason for that is 
26|| by doing so they can get a tax saving. 

27 COMMISSIONER BEAUVAIS: If you proceed by 
28 || dividends, you avoid income taxes or growth of equity. 

29 MR. CAPON: . Fine, if you proceed that way, 


you do. You leave it to the shareholders to control the 
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company on this stock dividend route. 

THE CHAIRMAN: Have you finished, Mr, Beau- 
vais? 

COMMISSIONER BEAUVAIS: Yes. 

COMMISSIONER GRANT: I ama little bit con- 
cerned, Mr. Capon, really about where small business would 
fit in this plan. I can see where a large business that i 
well established and, let us say for instance, has its 
Stock available through purchase from the stock exchange 
and so on to make a transfer, but where a person has 
started a business with very small capital and his depre- 
ciation reserve is eliminated and his general reserve, 
which he can set aside, would be small, well, he wants to 
expand. 

I suppose he cannot very well, I would 
think --- I am advancing this argument. I am putting my 
own thoughts forward. I wouldn't think he could expand 
very rapidly by making a public issue of stock because it 
would not be attractive. Nobody would be interested in 
underwriting it, because they would say nobody would be 
interested in buying it, unless his earnings might warrant 
a market. 

Therefore, he would be called upon to borrow 
from existing type institutions, such as we have now or 
through perhaps a system envisaged by some central organi- 
zation such as N.D.B. 

MR. CAPON: Mr. Grant, I do not think the 
tax change I am proposing really has any great significant 
effect. I believe the situation for the small man would 


really be no different to the present situation, except 


bitvow anenterd [fame sasciy sods yiiner fogs) Ml , beareo ly 
dt Yet? seontnud cate #@ ccerw see tea D .nefq etds nt ft i 
ect ead seonedent vot ysn so gel ,bas bedetidates Llew 
vane Monge edt wort sasdomwq davoadd efdsfievs oods | 
“pest. costed: 8 sow Sad pretenart & sion ot no of bag | 
~enqob afd bus Isrtqeo fiamea vor dttw ngenteud 2B betrsts | 

| .eveose teteneg ohn bas petsainife at svtessT nefits 
| dd wimew ot ,ftew flere ed Bloow .ehtes tee nso od sotdw | 
| | ; | . basqxe 

| hivow I ,ilew ‘Witev sonngs ex essoqgus I 

| ym goulgtudg st ZL. trea eldt gotenevhe ma I --- ions | 
|, iene Atres at’ Mata’ Bg abisiow I. .baswrod etdguodt? owe 
| 42 Sorensd stooge’ To awed otidug 6 yntaen yd gibkae wow 
| al-boé@seve?al od biwow ybodou sevitoantse ed ton Bluow 
| od bivew Wodon YBE bluow ver? ssveced zt Bos dewcs hey 


iwouren tigi eaninwee ald suetas ,Jt aniqid nt betasteint 


| 
' 
| 
. -Ttedisa BY 
; 

wertned ot ooqg feliso ed bivew of ,erolevedT 


ah 


ad wor svat ew es ove .snokdutneent eqyd antdalxe movi | 


—— — 


~tnegqre (ettass onoe wt hepsetvas medays B eqatiteg dguouts 


2.0.0 68 dows nmofvar 


" ac¢ dndds Jon ob i. 3astO Lam 3HOTAD aM : 
‘Waentiingts isons ye ear eltaet gniacqorq me I ogssco: cual 
Siuow net (lems wit tot nolvaotte - evetied ; i <~ 
Tica noksastie snesoug ed? od a none ott on ( 

Fe ty ie og Wie I 0 ee 


ANGUS, STONEHOUSE & CO. LTD. . 
TORONTO, ONTARIO A VAT 


“ewet 


1| to the extent that he may be getting some kind of subsidy 


2] under the present situation through the corporation tax 

3] system. 

4 Now, what I say is that if he is getting a 

5| subsidy, let us recognize that and pay him a subsidy as 
such, Let us face the fact,know what we are doing and not 
7 try to hide it behind some screen. 

8 I do not think my proposals would really 

9] change his situation. The small businessman has that 

10| problem. There has been an attempt by some of our private 
41 organizations, such as our own company, to provide capital 


for such undertakings. 

In the United States, my parent company has 
formed a department of the company for small business, to 
look for opportunities where they can put money into small 
businesses, which are built around one, two or three 
individuals who have a particular ability, because they 
feel that by developing that particular ability they can 
own a part of a worthwhile enterprise. 

They realize that the enterprise that will 
really provide growth is based upon people and outstandin 
people and if they can find outstanding people who want 
to have their own companies, but do not have enough 
capital, and who are prepared to accept partners, then they 
will put money out of this new department into these 
endeavours in the hope that their assessment of the 
individual will be such that there will be a profit. 

THE CHAIRMAN: This is not built into your 
system? 


MR. CAPON: No, sir. 
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COMMISSIONER GRANT: Just one more observa- 
tion there. Your plan is predicated in large measure 
upon one important fact; namely that more shares are goin 
to be available to more people, which is going to give 
them more of a stake in the capital of the company. That 
could, as I said in my first question, be undertaken. 

It can be readily seen that it could be good for larger 
companies whose shares are attractive. 

I still cannot see how the small businessma 
is going to be able to make his shares attractive and 
finance all his expansion through equity financing. 

MR. CAPON: You are into a subject there, 
Mr. Grant, where I am afraid I cannot really provide the 
answer unless you are prepared to spend two or three 
hours with me. 

There is a book on the subject, "The New 
Capitalist" written by Adler and Kelso, showing, if you 
wish, the capitalist manifesto, which is the answer to the 
Communist manifesto. 

This was written some ten years ago, I 
believe, by Adler and Kelso. 

The New Capitalist is just really a small 
book which offers a solution as to how you can get equity 
securities into the hands of workers. That is their solu 
tion, but I do not say that I believe it 100%. It is 
simply a solution. 

All I am saying to you is that I believe 
this is a problem we can solve if we want to once admit 
we have a problem. We have not yet admitted that. 


THE CHAIRMAN: ,’ I want to run down a few 
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points of your proposals, Mr.Capon, to see I fully under- 
stand them, 

You talk about a tax on undistributed income 
in order to force distribution. I must say I cannot quite 
See a tax system operate that way. -I think’ I said this 
before. I still do not know why we don't simply take all 
income to be distributed as is the case in a partnership. 
Would that not work with your system equally as well? 

MR. CAPON: From a tax point of view, yes. 
From the point of view of getting to the shareholder the 
income that is in fact his, in order to give him discre- 
tion to decide how to use that income, no, 

That really is the problem that concerns me. 
I feel that the shareholder ought to get his income and 
make his decision. I agree that is substantially done. 

THE CHAIRMAN: I follow your point. What 
you are trying to do is use the tax laws to cause companie 
to hand out money. I think the tax laws should be used 
primarily to collect taxes and for other purposes too, but 
how far does one go to serve yow purpose? 

MR, CAPON: Unfortunately, you know that I 
agree with you on that point. 

THE CHAIRMAN: With regard to equity, on 
which you dwelled for some considerable length, I would 
like to put this thought to you and ask you: Where lies 
equity? 

We have a company, say, which earns 
$100,000.00 which is earned by 100 people, so that each 
have a $1,000.00 interest in the total earnings, assuming 


there is no other income. 
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Therefore, they are not taxable but dite 
company with $100,000.00 would under the existing system 
be taxed by perhaps $40,000.00. 

Where is equity best served: By collecting 
the $40,000.00 in the case of that enterprise or collect- 
ing no taxes in the case of that enterprise? 

In other words, you propose there should be 
no taxes collected. 

MR. CAPON: There should be no taxes collec- 
ted because that $100,000.00 in fact is always the income 
of those individuals and if, as a matter of national 
policy, we have decided that individuals with $1,000.00 
income do ee taxes, then we have no right to collect 
taxes from them. 

THE CHAIRMAN: That is the greatest difficul y 
I have in going along with you. It seems to me that that 
enterprise, even though I recognize that it is owned by a 
lot of individuals incurs services from the Government. I 
would have thought that enterprise as an enterprise there- 
fore, should contribute to the cost of Government. You 
Say the enterprise is not anything at all. 

MR. CAPON: The enterprise is nothing. It 
is just a conduit to get income from one place to another. 

THE CHAIRMAN: I guess I cannot go further. 

In Paragraph 31 you refer to the high cost o 
assessment and the best trained professional people advisihg 
business on taxation. You suggest that it is quite an un- 
attractive exercise and should be eliminated by the provi- 
Sion of a system which does not call for that. 


I would have thought your system will have 
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as great a need for the measurement of income as will the 
System we have got. It is true it is not going to be 
taxing companies, but one has got to measure income and 
people are concerned with the measurement of income. 

MR. CAPON: Mr. Chairman, as far as I am 
concerned, as a member of the accounting profession in 
Canada, I would place that responsibility on the accountin 
profession. 

I would make the auditor responsible for the 
certification of income. I would be prepared to leave 
with them the certification of income, recognizing that 
accounting principles allow certain flexibility on specifi 
items, but fundamentally I would place upon the accounting 
profession the responsibility for deciding for the country 
as a whole what is income and what is not income. 

THE CHAIRMAN: As you well know, that 
responsibility has been so placed in the past during war- 
time as an emergency measure. Accountants would not cheer 
fully again assume such responsibility. 

MR. CAPON: I realize they will not cheer- 
fully accept it. It would have to be imposed on them. 

As a member of the profession, I am prepared to accept tha 

THE CHAIRMAN: I am not prepared to accept 
it as a member of the profession. It puts accountants in 
the position of being tax-collectors. 

MR. STEWART: Here again, there is no dif- 
ference between Mr. Capon's proposed system and the presen 
system. 

THE CHAIRMAN: Mr. Capon, I would like an 


answer to my question which is that under your proposal 
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1]/ YOU Suggest we can eliminate considerable effort and I do 
Q|| not think because you make accountants responsible you are 
3|| eliminating all the efforts. 

4 MR, CAPON: Mr, Chairman, I think we do 

5|| through the Income Tax Act. I think we can eliminate 

6| between 75 and 80% of the complexities of both sections 
dealing with the calculation of taxes on corporate income, 
That is my personal conclusion. I realize everybody does 
not agree, 

THE CHAIRMAN: I would Suggest there are man 
more sections you have not begun to consider, before putt- 
ing a new System, be it yours or Somebody else's. However 
yours may be more simple; I don't know. 

Now, the next question I wished to ask you 


is: You say yields are low in Canada which means the 


prices are high. You Suggest that if more profit emerged, 
the yield would increase. That, I think, does not follow 
whatsoever. 

If more profits of the companies emerge, it 
may simply mean that our prices of stocks will SO higher 
and the yields will Stay the same. 

As a matter of fact, that would be wmt I 
would be inclined to believe would result. 

MR. CAPON: Unfortunately, the price struc- 
ture in Canada --- the Stock price structure is affected 
more by the Scarcity of available stocks than by any other 
factor and the reason for Our present price structure is 
that in the nation to our total economic activity, we have 
far less equity securities available for investors than 


does a normal balanced country. 
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1 That has partly to do with the very high 

2|| Proportion of our equity securities that are owned by 

3 foreigners. It is partly due to the fact that more modern 
4 industries, the newer industries are almost all subsidiaries 
5| and largely wholly-owned subsidiaries of foreign corpora- 
tions, which make no shares available. 

The result is that for those individuals who 
want to buy high-grade Canadian common stock, there is a 
very little quantity available; therefore there is a 
searcity. 

I think if we change the dividend payout, 
we will necessarily make the yield better, because I do 
not believe that prices would go up to that extent. I 
think price has some regard to the equity value of the 
company itself, but unfortunately the present Canadian 
situation is based upon scarcity of value more than any 
other factor. 

THE CHAIRMAN: I have recently had occasion 
to prepare the price earning ratio of utilities in Canada 
and the States. There was no large difference, I might 
say, in that particular class. 

MR. CAPON: No, not that class. 

THE CHAIRMAN: I am very much interested in 
your statement that your own experience is that replace- 
ment of plant costs to you now, due to technological 
improvements, is at a lower cost than the original plant. 
That is the first time I have heard that statement. 

MR. CAPON: The cost per unit of output. 

In other words, it costs us less today to buy a piece of 


machinery for our Kingston plant to spin a pound of nylon 
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than it cost us when we built the plant in 1940-1941, 

THE CHAIRMAN: We ee heard the very 
opposite, that the cost of plant per worker had increased 
tremendously. 

MR. CAPON: That is right. We lve far 
fewer workers per pound of output. 

THE CHAIRMAN: I do not think I would like 
to let your remark pass that there is no excuse for 
graduated personal income rate and that it is merely 
political expediency; or that the thought that this 
Commission in any way concurred in such a statement. 

From my point of view, one must be concerned 
with total taxation in Canada, and at the present time I 
do not know whether taxation in Canada is progressive or 
regressive or in fact proportionate. 

I would have thought the best thing would be 
to have variations as between progressive and regressive 
as in personal income tax and they should probably be 
adjusted so as to achieve the desired result with regard 
to graduation. If you have any further comment on this, 
this is the time to make it. 

MR. CAPON: Mr. Chairman, I stand by the 
original comment. 

THE CHAIRMAN: I have completed my questions 
Mr. Stewart. I wonder if it will be necessary to come 
back this afternoon to have some more questions. 

MR. STEWART: I do not think that will be 
necessary, Mr. Chairman. If I could have two or three 
minutes, I think I could cover this field. 


THE CHAIRMAN: Mr. Capon, would it be a grea 
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past one? 

MR. CAPON: Not in the least. 

MR. STEWART: Mr. Capon, there are various 
reasons expressed in your brief for the proposal that you 
make about corporation tax. One is, of course, that under 
the present system there is some waste and extravagance 
which concerns you. 

If we were to reduce the rate of corporation 
tax and substitute some other taxation, possibly indirect 


taxation, to take up the slack, would this be appellative 


as far as that particular aspect of the matter is concerned? 


MR. CAPON: It would be appellative. In 
other words, the lower corporation income tax rate, 
the less incentive to inefficiency. 

MR. STEWART: It would not solve your basic 
problem. 

MR. CAPON: My basic problem is that a 
corporation as such cannot pay taxes. I feel we should ta 
people. 

MR. STEWART: Suppose we wanted to tackle 
another problem about which you have expressed concern; 
namely that corporations are using retained earnings in 
other spheres of activity that perhaps they are not best 
qualified to engage in. If there were provisions reintro- 
duced into the Act which prevented the accumulation: of 
corporate earnings beyond a certain point, would this be 
desirable in your view? 

MR. CAPON: Well, this is like "Have you 


stopped beating your wife?" It is not desirable to have 
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No, I am not going to criticize the manner 
in which corporations handle gross per se. I am simply 
eriticizing the tax law which gives them the incentive to 
mishandle growth. If they mishandle growth, that is their 
privilege. 

I think the corporation tax laws give us 
the incentive to do things that are undesirable. I would 
not propose to affix that by putting an amendment in the 
corporation tax laws that you cannot retain profits. 

MR. STEWART: If one of your objectives is 
$0 encourage corporation distribution, could this be 
accomplished by retaining corporate income tax but having 
one rate applicable to distributed income and another and 
a higher rate, applicable to undistributed income. 

MR. CAPON: No. What would be the purpose? 
I am asking for the elimination of the corporation tax. 
You cannot solve my problem by levying different rates. 

I am not concerned with the distribution of 
income per se. I am concerned with the taxation of income 
per se. I am concerned with eliminating something that 
gives all the wong incentives. 

THE CHAIRMAN: You had three or four things 
you were asking for. 

MR. CAPON: I mean by that: Your differen- 
tial in favour of taxes v. capital gain, higher taxes on 
undistributed income, this is one of the features which is 
bad in the Corporation Income Tax Act. I am not going to| 


Say we are going to get a corporation tax act and I would 
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1] be happy if we had that. That is not going to solve our 
problem. 

MR. STEWART: By the same token, if we were 
going to attempt to encourage greater distribution by 
making dividends deductible in the computation of corpora- 
tion income for tax purposes, again, this would not be 
consistent with your ultimate objective. 


MR. CAPON: No. 


MR, STEWART: Well now, is there any method, 
short of your system, which would increase or assist in 
increasing savings on the part of the Canadian investor 
and their using such savings in equity investment? 

Is the dividend tax credit that we now have 
a desirable feature and if so, would there be merit in 
increasing the amount of that tax credit? 

MR. CAPON: If the dividend tax credit is 
an attempt to reduce an inequity in the law, then I say 
that the tax credit should be set so as to remove the 
inequity, the inequity being double taxation of income. 

MR. STEWART: You say all tax is bad, 

MR. CAPON: Ne, I don't say it 1s all bad. 
I say if there is inequity that that dividend tax credit 
is designed to mitigate an inequity. I think it. should 
be put at a level which eliminates any inequity. 

That is a very cumbersome way to eliminate 
the corporation income tax and impose a tax and then turn 
around and make arrangements so you can offset the tax. 

I would eliminate it in the first place, so you do not 
levy it in the first place. 


MR. STEWART: In any event, the credit only 
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applies to that portion of the earnings which are aseeei 
buted. - 

MR. CAPON: I realize that. 

MR. STEWART: Mr. Capon, there is an 
interesting article in an issue of the Canadian Tax reheks 
which reached my desk only over the weekend. It is called 
"A Tax System Without Company Taxation". It is written 
by an Englishman whose name is Ralph Turvey. Have you had 
a chance to see this article? 

MR, CAPON: I believe I saw a digest of that 
in the Economist, a British economic newspaper. 

MR. STEWART: tt may have been there. I did 
not notice it there. According to the footnote here, it 
originally appeared in Lloyd's Bank Review in January of 
this year. 

MR, CAPON: That is right. The Economist 
picked out a one-page digest from Lloyd's Bank Review. 

MR, STEWART: I do not want to attempt to 
summarize this article. It contains a good deal that is 
worth thinking about and it concludes I think with the 
view that company taxation should be replaced by taxation 
of shareholders, which is a view with which you would be 
in agreement. 

There is one point that is made here which I 
would like to put to you for your omments. That is: 
Today when shareholders are investing in shares of 
companies, they do not in the ordinary case consider that 
their particular allocated shares to undistributed income 
of companies really belong to them at all. In other 


words, they invest basically having regard to, I suppose, 
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the position of the company as a whole and the income 
return.,. 
When they think of the income return, they 


think of the distributed income return. 


MR, CAPON: Well, in other words, Mr. 
Stewart, you feel that we have sold the Shareholder the 


Same bill of goods we have sold the Canadian public, that 


2 corporation is Something apart, that it is a factor that 
is vital; it can do things of its own righs. 

MR, STEWART: TI Suppose it does go back to 
that. You Suggest that for present purposes corporations 
should be disregarded, 

There is another school of thought, as you 
know, that stresses that a corporation is an economic 
entity and should be treated for tax purposes as such, 

MR. CAPON: I am Saying that if we had a 
vehicle that decided that our corporations will be so 
treated ané our Government will be so treated, in fact, 
we turn over to these disembodied-creatures the control of 
our economic entity. I am saying unless we are prepared 
to recognize we as a people own all these things. We 
as a people are the government. 

If the Government is Spending money, it is 
our money, it is not Government money. If corporations 
are spending money, it is our money. It is not the 
corporation's money, because the corporation is nothing 
but a conduit. 

If we are prepared to turn all these things 
Over, what do we have left? 


MR, STEWART: Well, you see what we have 
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left is, according to your view, socialism. That brings u 
a point I would like to attempt to discuss with you. 

MR, CAPON: I am very proud to be in very 
good company there. I was in New York three years ago. 

I had the privilege of hearing Nikita Khruschev say 
exactly the same thing. I think he is right. 

THE CHAIRMAN: What did he say? 

MR, CAPON: He said --- 

THE CHAIRMAN: Company taxes are going to 
destroy Canada? 

MR, CAPON: Corporation taxes are going to 
kill capitalism. The higher you put them, the happier we 
are. I agree with everything he said. 

THE CHAIRMAN: I think that is a good thing 
to end on. 

MR. STEWART: I will not attempt to go 
further. 

THE CHAIRMAN: Thank you, Mr. Capon, so much 
for a very interesting and stimulating discussion. Thank 
you ever so much for appearing here today. 

MR. CAPON: Thank you, Mr. ‘Chairman, you 
have been very considerate. 

THE CHAIRMAN: We shalladjourn now until 


Thursday at 9:30 a.m. 


---Whereupon the hearing adjourned. 
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ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 4155 
TORONTO, ONTARIO Thursday 
October 17th, 1963 


---ON COMMENCING AT 9:30 A.M, 


THE CHAIRMAN: Mr. Secretary we are ready 
to go. Our visitors are ready. 

THE SECRETARY: Mr. Chairman, and Commission- 
ers, this morning we have a brief from the Canadian 
School Trustees! Association. The brief is before you 
and Mr. Lindsay H. Place, who is the immediate past- 
president of the Association will speak to the brief 
first and he will introduce his colleagues who are with 
him. 

At this time I would like to enter this 


brief into the record as Exhibit 226. 


---EXHIBIT NO. 226: Brief submitted by the 
Canadian School Trustees! 
Association 


SUBMISSION OF 


THE CANADIAN SCHOOL TRUSTEES' ASSOCIATION 


Appearances: Dr. Eric J. Hanson 
Are Wolo e 
Lindsay H. Place, Q.C. 
Mr. R.V. Johnson 
Mr. Stuart Nicks 


Mr. David M. Bishop 


THE CHAIRMAN: Good morning Mr. Place, 


gentlemen. We have enjoyed reading this submission very 
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much, I can tell you. While a lot of it really, I 
think, is more concerned with Provincial and Municipal 
matters, there are comments that you direct specifically 
to us and which we are quite prepared to consider and, 
in all events, the entire document is of interest to 
us. 

Mr. Place may I introduce to you the 
Commissioners here, The names are all in front of us 
and I would be grateful to you if you would introduce 
your associates to us. 

MR. PLACE: Thank you very much Mr, 
Chairman. I think we are all familiar with the names 
of the Commission, through seeing the printed names 
in front of you. We have with us, on behalf of our 
Association this morning, on my immediate right, and 
I will ask each one of them to stand, we have Dr. 

Eric Hanson who is the Professor and head of the 
Department of Political Economy of the University of 
Alberta who is our technical consultant and who has, 
iufaet, been responsible for the preparation of a 
great deal of the factual material which appears in our 
brief. 

On my immediate right is Mr. Harold Klinck 
who is our second vice-president and who comes from 
gaan Ontario. 

On my immediate left is Mr. Vernon Johnson, 
who is president of the Association and who comes from 
Edmonton Alberta and on his left we have Mr. Stuart 
Nicks who is our first vice-president and who comes 


from Saskatchewan and who, I might add, is apparently a 
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happy and successful wheat farmer this year. Next to 
him we have Mr. David Bishop, who is our permanent 
secretary-treasurer. 

The Canadian School Trustees! Association 
is, aS you can-guess from its name, an overall body 
which represents the interest of school trustees! 
associations who are right across Canada and as all such 
bodies, I think you will realize that we are faced 
with a problem right away of making specific recommend- 
ations in matters such as taxation. We have to 
remember that we are dealing with the interests of all 
our members and what may be of particular interest 
to one group, or one area of the country, tends to 
run counter, in some cases, to the interest of another 
area. For this reason we have, like many associations, 
had to be somewhat general in our approach to your 
Commission and I hope you will excuse and overlook this 
generality on our part. 

The second point which I would like to 
make is that, as your Chairman has mentioned, a good 
deal of this brief is touching on matters which perhaps 
are more properly within the competence of the Provincial 
Government, or which again you might say should come 
before a Royal Commission of the nature of the late 
Rowell-Sirois Commission rather than the Commission 
which is immediately concerned with matters on taxation. 
We have, however, taken the attitude that any 
commission on taxation can deal with taxes, unless 
they tend to approach it from the point of view of 


Saying the tax, or the form of taxes that must be imposed 
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are those which are required to produce the amount of 
revenues which are needed. We feel that taxation is 
indivisible. That is, you cannot compartment-off taxatio 
at the Federal level from that at the Provincial 

level or at the Municipal level, 

It is like several tanks of water which 
are connected and if you drop the level in one tank, 
then the others are going to even off and reach one 
common level. 

In other words, if the Federal Government, 
for example, were to cut its income tax rate, the 
probabilities are that the Provinces would immediately 
step in and take up thatslack. Therefore, as I say, 
we feel very strongly that taxation must be looked at 
as a whole and it is on this basis that the main part 
of our brief is found. 

We feel that little, or not enough is known 
about the costs of education in Canada. We have run 
into considerable trouble ourselves, from time to time, 
in determining what these various costs are and when 
the question first came up of submitting a brief to 
this Commission, we rapidly reached the conclusion the 
most valuable service we could do would be to prepare 
a study which would put, or pinpoint the problem and 
put it in focus to give some idea of what is the 
approximate amount of money involved and what may be 
involved over the next decade or two decades. 

Now I am sure that all of you will realize 
of course that we aretrying to do a projection here 


in respect, particularly, to 1981 and that like all 
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projections, they tend to be dangerous and we can 
only estimate. It is an educated estimate but you 
cannot take it as being an absolute fact. Now we 
are satisfied that the estimates that are given in 
this brief are on the conservative side rather than 
on the liberal side. 

We have reached two principal types of 
conclusions. Our studies show that at the present 
time the total education cost in Canada is in the 
vicinity of one billion six hundred and fifty-one 
million in 1961. We estimate that by 1971 this will 
increase to three billion three hundred and thirty- 
five million and by 1981 to five billion four hundred 
and eighty million. This is assuming that the 
purchasing power of the Canadian dollar does not 
change. 

Now with those figures in mind, we have 
looked at the situation to see how this staggering 
cost of education is to be met, and we have, briefly, 
come to the conclusion that it cannot be met through 
the present form of taxation or revenue available 
to public bodies who are responsible for education 
so that our first recommendation is that we feel that 
there must be a redivision of either the responsibilities 
under the British North America Act as between the 
Federal Government and the Provinces, or, alternatively, 
a recasting of the powers of taxation between the 
two groups of governments to direct their competence 
in keeping with the particular responsibility of each 


section of Government. 
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Secondly, we say that if this is not 
possible, or feasible, that as a short-term expedient 
there should be certain specific changes made. We 
Suggest, first, that as a short-term solution that 
The Income Tax Act be amended to cut income tax 
rates and in this way to permit Provincial Governments 
to increase their rates of income tax or, alternatively, 
for the Federal Government to allow the deduction by 
individuals of higher rates of Provincial income tax. 

Secondly, public education authorities 
should be relieved from the payment of any and all 
Federal taxation. 

Now there are a variety of taxes. They 
are naturally not income taxes, but various types of 
excise taxes, sales taxes and so on, which hit 
school authorities in virtually everything they buy, 
from every project of a material nature they undertake. 
In the particular individual case the amount may appear 
small, but when they are all added together, they 
do amount, over a period of time, to a substantial 
sum, 

Thirdly, the Canadian Income Tax Act 
be amended to allow homeowners to deduct their real 
estate taxes and mortgage interest from their taxable 
incomes and so permit real estate taxes, which are 
the principal concern of revenue of public education 
authorities, to be increased without cost to homeowners 
and fourth, that consideration be given to amending 
the Canadian Income Tax Act to allow individuals 


to deduct each year from their taxable income first the 
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interest paid in such year on any educational loan 
and, secondly, any repayment of the principal of such 
a loan, not exceeding a certain percent .in each year 
of the individualstaxable income for that year. 

Now you can say how to arrive at the various 
decisions or recommendations? 

In 1946 the public expenditure in education 
amounted to approximately eight per cent of the revenue 
collected by all levels of Government. At the present 
time this has gone up to 16 per cent. The demand by 
the public for more and better education is a continual 
one and which, as school trustees, as all of us at 
this table are, we can assure you is one that is not 
going to stop, and which is going to continue. 

We have, as I explained a few minutes ago, 
made certain studies to try and arrive at these 
expenditures and at this point I would refer you to 
page 24 of our brief, where under table one we indicate 
first what these expenditures are. What they are 
in 1961, what they will be over the next two decades, 
and we have done this first in terms of constant 
1957 dollars and then, secondly, as a comparison of 
the Gross National Product. 

I will not take time to read this table to 
you, because it is on page 24 in our brief, and I am 
Sure that all of you have probably looked at it 
already. 

If our studies and projections; are correct, 
and as I said earlier we think they are on the conserv- 


ative side rather than the liberal side, we think an 
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important fact to be considered is not so much the 
total education in dollars in 1981, impressive as that 
may be, because our Gross National Product and our 
ability to pay is certainly going to increase over 
that period because we are going to have more people, 
going to have more spending, more wealth generally. 
But the important point we think is to try and find 
out what percentage increase this represents in actual 
cost and for this purpose we preferred to use the 
GOUNSr? 

Their figures indicate that while the 
total cost for all education in 1961 amounted to 
4.78 of the country's Gross National Product, it will 
absorb 7.20 per cent of the Gross National Product 
in 1981, that is a 50 per cent increase. That is 
the problem which particularly coneerns us as school 
trustees and which we think should concern the country 
as a whole. 

The problem facing all levels of government 
is how this 50 per cent increase in cost can be 
Squeezed out of our reluctant taxpayer, or out of 
our present tax structure. In the past Provincial 
and local Government bodies have raised approximately 
five-sixths of the total education cost, the tax on 
real estate imposed by local authorities meeting about 
one-half of the total cost of education. With the 
bulge in school population in the 1950's the property 
tax, even though it continued to increase, was 
insufficient to produce the revenues needed and the 


various Provincial Governments were forced to contribute 
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more and more than they hadtefore. Now this was 
possible for them to do because of their more varied 
and their more elastic tax revenue structure but we 
have now reached a point with the Provincial Government 
thatelarge anlever-increasing demands of still higher 
levels of education, namely university, have put the 
Provincial Government in the point where even their 
budgets are now strained to the limit and where there 
appears little room or elasticity for them to contribute 
more to public education. 

Therefore, local government taxation on 
property increased from three hundred and thirty-five 
million-in 1954 to six hundred and seventy-six million 
in 1961 or from 1.35 per cent to 1.83 per cent of the 
Gross National Product. At the same time, bonenen! 
it fell as a percentage of the total cost of education. 

It dropped from 47 per cent in 1954 to 
38 per cent in 1961 and we estimate that local 
property tax will produce some seven hundred and fifty 
million in 1963 or only about 33 per cent of the total 
cost of education today as compared with the 47 per 
cent that it covered in 1954. Now even this 33 per 
cent of the total cost of education represents a level 
of about two per cent of the country's Gross National 
Product and we expect that property taxation for 
education purposes, in view of all the other demands 
that are placed on the property tax by local authorities, 
has now just about reached a saturation point. We 
do not think that it should, under existing conditions, 


be pushed to a level which generally amounts to higher 
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than two per cent of the Gross National Product. 

Now this is, as you will realize, a 
generalization. There are undoubtedly areas in the 
country where real estate taxes, because of particular 
conditions, can go higher than they are now, but there 
are other areas which very definitely at the present 
time have reached and are probably higher than they 
should be and are having a deleterious effect on those 
particular areas and tend to drive people away. 

Now to sum up what has been the impact 
on a Provincial Government expenditure on education, 

I would simply like to say that in 1954 the total 
expenditures by provinces came to $276,000,000, which 
was 39 per cent of the total cost of public education. 
22 per cent of the Provincial Government revenue and 
1.11 per cent of the Gross National Product. 

In 1961 the educational expenditures had 
risen to $765,000, 000 or about 43 per cent of the total 
educational expenditure; 30 per cent of the Provincial 
Government revenues and 2.07 per cent of the Gross 
National Product. This year, in 1963, we estimate that 
educational expenditures will rise to $1,100,000, 000, 
which will be 48 per cent of the Provincial Government's 
total expenditure and that it will take 33 per cent 
or about one-third of the total Provincial Government 
revenue, and that this will constitute 2.5 per cent 
of the Gross National Product. We therefore feel that 
unless some change is made in the taxation provisions, 
or in the allocation of responsibility under the 


British North America Act, that Provincial Governments 
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cannot contribute amounts towards the total cost of 
education much in excess, if any, of 2.5 per cent of the 
Gross National Product, or that is about the rate that 
they are ‘contributing at the present time. 

Now in 1954 the Federal Government contributed 
some $39,000,000 towards the cost of education and 
this was about five per cent of the total cost of all 
education for the year, or less than one per cent of the 
Federal budget and about .16 per cent of the Gross 
National Product. 

In 1961 their contribution had risen to 
approximately $143,000,000, which was eight per cent 
of the total cost of education for the year, and two 
per cent of the Federal pudget and about .39 per cent 
of the Gross National Product. 

In 1963 we estimate that the Federal 
Government expenditure on education will approximate 
.5 per cent of the Gross National Product. 

Earlier we estimated what would be the 
total cost of education in 1971 and 1981 in terms of 
the Gross National Product. Using those figures on 
the table, and making no change in the Federal 
Government's,1963 estimated contribution towards 
education cost. of .5 per cent of the Gross National 
Product, we have arrived at the following figures 
as a percentage of the Gross National Product. First 
we say that total education costs in 1971 will take 
6.5 per cent of the Gross National Product and that 


ih 1981 it will rise to 7.2 per cent. 


We figure that this cost will be met in the 
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following ways: in 1971 that the Provincial Gwern- 
ment's contributions will amount to 2.5 per cent of the 
Gross National Product. That local Government 
contribution will amount to 2 per cent. That contribut- 
ions from other sources will amount to .6 per cent. 
The Federal Government's contribution left: at their 
present rate of .5 per cent will DEIN Nis borat 
up to 5.6 per cent which will leave us a derrett, in 
terms of Gross National Product of .9 per cent for 
1971. 

For 1981 the figures remain the same all 
the way through except that you have arrived at a 
total then, or at least you arrive at a total of 56 
per cent in terms of G.N.P. from the point of revenue, 
but as your expenditures are going to be 7.2 per cent 
in that year, your deficit therefore goes up to 


1.6 per cent of the Gross National Product. 
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If we translate the anticipated deficits 
in 1971 and 1981 from terms of Gross National Product 
to dollars we find they indicate a dollar deficit 
of $353,000,00 in 1971 and $938,000,00 in 1981. 

We think it is unrealistic to believe that the 
Provincial or local Government revenues can be 
expanded under the present system of taxation. As 
the great residue of taxing power lies with the 
Federal Government we therefore feel and believe that 
unless there is some overall change that any deficit 
of the revenues needed for education must come 
largely, if not completely from a source of taxation 
which lies within the realm of the Federal Government. 

We admit that this may be accomplished by 
the Federal Government 
undertaking to defray the total cost of vocational, 
technical and university education. They could do 
that through fiscal grants to the Provincial Government, 
through arrangements such as The Technical and 
Vocational Education Training Assistance Act which 
is now in force or they could do it through the 
University Grant Formula they have developed or by 
some similar means or concept or alternatively they 
could say we are going to revamp the whole of the 
responsibilities envisioned in The British North 
Americai. Act between the Federal and the Provincial 
Governments. 

Now, there are, of course, lesser points 
that we have touched on in our brief. I think I have 
covered our main submissions. I would like at this 


point to defer to our president, Mr. Vern Johnson. 
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Your Secretary sent a written list of questions to 

us which you indicated would be helpful if we could 
Supply answers to those questions. I will frankly say 
that some of these questions were rather embarrassing 
and difficult to answer, not that we are trying to 
hold back anything or have any scruples about answer- 
ing them, but simply statistics kept by school boards 
and by educations authorities are not particularly 
designed to meet the needs of people who want to dig 
down into the financial facts on what you might call 

a cost accounting basis, so it is extremely difficult, 
we find it extremely difficult to find specific 
answers to these questions. I am going to ask Mr. 
Johnson if he will run over the questions quickly. I 
don't know how you would like to carry on on the 
particular questions, whether you want to question 
each one that is gone through or whether you would 
like Mr. Johnson to run through them all and give the 
best we can. Consequently I will leave that in your 
hands. 

THE CHAIRMAN: Thank you very much. Your 
statement is extremely interesting. I am not familiar 
with the questions raised. They were prepared by our 
staff for the work of our staff. Mr. Secretary, have 
you gotthe list of the questions here? I think, 

Mr. Johnson, that we might deal with them afterwards. 

I see little merit to run over a list of questions 

with which we are not familiar. We all have our own 
questions here. Could those be turned in for the purpos 


of our staff? Could you write them down? 
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MR. JOHNSON: We have written questions 
that are contained in a letter from your Commission 
Secretary under date, July 19th, 1962, Mr. Chairman. 

No formal replies have been prepared and indeed certain 
questions, as Mr. Place indicated we are unable to 
answer at all. We could notify the Commission of the 
reasons why we feel incapable of answering those 
questions. 

THE CHAIRMAN: Some of the questions you 
have got answers for, I take it? 

MR. JOHNSON: Yes. 

THE CHAIRMAN: And the answers are before 
you there and are written on a piece of paper? 

MR. JOHNSON: The answers are not. The 
questions could be answered verbally. 

THE CHAIRMAN: All right, you run down the 
answers to them. There are fifteen questions here. How 
long will it take to dictate the answers and have them 
taken down right here? I don't know whether we want 
to explore it. It seems to me this kind of detail -- 
operating cost per student, the outlay per additional 
pupil, regional: variation in cost -- I would prefer 
those to go direct to the staff rather than to us. 

MR. JOHNSON: I think I would prefer that 
too. 

THE CHAIRMAN: Let us leave it at that. 

MR. JOHNSON: Because of the difficulty 
of answering them. 

THE CHAIRMAN: Don't both standing up, 


gentlemen, unless you wish to do so. Most people don't 
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in these appearances. 

MR. JOHNSON: I would prefer to. Now, 
Br. Chairman vexb< 

THE CHAIRMAN: Yes. 

MR. JOHNSON: I would like to bring the 
question of errata in the present brief to the 
Commission's attention. There are perhaps half a 
dozen minor errors in the printed brief, printer's 
errors. At page 8 the word "development" is misspelled 
on the third last line preceding paragraph numbered 
Bi 

THE CHAIRMAN: School trustees know better 
than that. 

MR, JOHNSON: At page 9 the word "a" in 
the fifth last line in the last complete paragraph 
on page 9. 

"Dlaced a great financial responsibilities 

‘eapnom 2G 

It should read: 

"placed great financial responsibilities 

“Goon Cie 

At page 12 the canmencement of the final 
paragraph the word "of" should read "if" -- "if all 
benefits acexmaade 

"ae CHAIRMAN: I am sorry, where is that? 

MR. JOHNSON: The commencement ofthe 
final paragraph, page 12, "if all benefits accrued" 
rather than "of", At page 36 "vocational" is mis- 
spelled. It sounds like we are going on a vacation. 


"“Wacotional" is the word that appears. It should be 
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"vocational", of course. At page 41 the final line, 
the word "estimate" should read "estimated", 

Next at page 50, commencing paragraph 
numbered B of the footnote it reads "their percentage 
were". It should be "these percentages". Next at 
page 52 we would like to point out that the brief was 
more or less in final form prior to the publication of 
the revised D.B.S. figures in the year 1961. These 
figures came out during the month of August, 1963. 

We do have the revised figures for 1961 and in every 
instance those figures are larger. I have the specific 
figures. Perhaps the ‘total Canada should be stated. 
Rather than 28049 that should read 28506. As Dr. 
Hanson has stated possibly a former Prime Minister 
might have a cause of action against the D.B.S. 
Finally, Mr. Chairman, there is a dash which appears 

in the final line of the footnote "per teacher -- 

the data" -- that dash should not appear. It should 

be "per teacher the data". 

THE CHAIRMAN: What page is that? 

MR. JOHNSON: I amoorry, sir, page 63. 

THE CHAIRMAN: 60? 

MR. JOHNSON: 63, table D6. 

MR. PERRY: I wonder if I might add one, 
the footnote on the bottom of page @2. Bill McCordy 
happens to be a neighbour of my and I know his name 
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ends with a "y" and not an 
MR. JOHNSON: I could verify this, of course 
Mr. Perry. Those are all the errata that have come 


to the attention of the group present, Mr. Chairman. 
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THE CHAIRMAN: Thank you, Mr. Johnson. 
Now, I think we would like to ask a few questions, 
if we might. I think we might, first of all, direct 
our questions to your statistics before directing 
them to the conclusions. CePtainlyI have got a few 
questions concerning the compilation of figures. 
I daresay we all have. One of the most important 
ones, of course, is to what extent have you considered 
the matter of education to be a public responsibility? 
I think the notion now exists that school education 


is a public responsibility and university, probably, 


very largely. It occurs to me that we may as axtat? 

be moving more and more towards acceptance of public 
responsiblity for higher education, perhaps by revising 
fees, by eliminating fees, perhaps by further 

burseries or maybe by making grants or loan funds, 

by all kinds of things -- I don't know. Do your 
figures make any changes inthe existing general 
arrangement in respect of higher education? Have 

you been more liberal in that regard? 

MR. PLACE: I think in certain respects, 
for example, in vocational and technical training 
where it is obvious there is going to be much more 
in the future than in the past.there has been 
allowances made for that. I think it is also fair 
to say in certain spécific areas of education such 
as teaching of handicapped children, including 
retarded children where we know there is going to 
be more spent in the future than there is in the past 


that there have been allowances. made for that, but 
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subject to correction by Mr. Hanson I would say that 
the figures generally are based on past practices that 
have taken place within public education circles. 

Am I correct in that, Dr. Hanson? Does that answer 
your question? 

THE CHAIRMAN: Yes, it answers it very 
well. As to the numbers of students, we have all 
been concerned with the drop-out rate in the eighth 
grade and with the low proportion of matriculants 
going to university than is evident in certain other 
countries. Have the figures provided for lower 
rate of Pac out and higher rate of university 
entrance and higher rate of university graduation? 

MR, PLACE: I will ask Dr. Hanson that. 

DR. HANSON: They allow for a higher rate 
of university graduation, higher rate of highschool 
graduation. 

THE CHAIRMAN: Could you tell us to what 
extent? 

DR. HANSON: I think it is a very.difficult 
question to answer because it can be dealt with only 
on a province by province basis. In Ontario, for 
example, the drop-out problem is very acute after 
grade eight. In some other provinces this drop-out 
doesn't occur until grade twelve or even grade 
thirteen. It may be in the first yearoof university. 
I’:think it is very difficult to present a full 
picture. I do know that the educators are working 


hard on this problem. 


THE CHAIRMAN: I think I have seen figures 
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indicating that the relation of our university graduates 
to the entrance to primary school is about one-half the 
rate which is achieved in the United States, am I correct? 
You know better than I? 

DR. HANSON: Oh yes, they were much lower 
than the United States. 

THE CHAIRMAN: Wowhd your figures go any 
distance to correcting that imbadance? 

DR. HANSON: I think the prajections take 
into account some expansion, Some closing of the gap 
between us and the United States. It doesn't go all 
the way. 

MR. PLACE: I might add, Mr. Chairman, there 
was a study made on this question of drop-outs in the 
Province of Suebec by the Roman Catholic School Teachers! 
Association there, and the one thing that came out 
clearly in that study was that your drop-outs tended 
to be in keeping with the range of education of the 
parents. In other words if the parents had gone no 
further than the end of elementary school it was found 
that the drop-outs of children after completion of 
elementary school were much greater than those where 
the parents had gone higher. If the parents completed 
highschool the chances were much greater for children 
completing highschool and the same thing applies to 
going to university. As more and more of our parents 
reach higher levels of education I think it is safe to 
say that the rate of drop-out will continue to decrease 
and go down. There are other specific educational 


studies that are being taken to combat this problem 
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and, I think, with some considerable success, such as 
having individual timetables and courses of study for 
each pupil will allows him to stay at school and keeps 
up their interest much longer. 

THE CHAIRMAN: It occurs to me, and I am 
directing myself to the figures rather than the principle, 
what I would hope ito-‘be:: achtéved by 1971 _would «or 
require a great deal more money. 

MR, PLACE: We think our figures are on the 
low side to be perfectly honest, but if we put in the 
higher figures we thought, we felt that it would be 
so fantastic -- however, certain high figures are 
included in the tables of statistics later on. 

MR. JOHNSON:: There is just one further 
minor point that I would like to add: there is general 
rend: 26> the gradual development across the country 
to diversify the secondary school problem, to orient 
it to the capability and interests of highschool students 
generally rather than relating it essentially to the 
matriculation pre-university entrance programme. We 
anticipate this will be a major factor in years to come 
in-pupil orientation. 

MR. PLACE: And also increasing the school 
costs, 

COMMISSIONER WALLS: Dealing with the 
statistics, first of all on page 19, you state there 
are great disparities of the expenditures per pupil 
in the different provinces, and inyur table D19 you 
enlarge on it and show the cost in various areas. From 


that I note that certain provinces, that their education 
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is now costing twice that of other provinces. This 
Situation is improving because in 1951, for example, 
British Columbia, it was almost four times as large 
as other provinces. Yet, when I meet people educated 
in the provinces whose education cost is less it seems 
to me that their education is just as high as it is 
in the Province that I come from which was one of the 
two highest Provinces. Would you Say part of this cost 
is unnecessary frills in the higher cost provinces 
in education? 

MR. PLACE: I come from one of the lower 
cost provinces. I will ask Mr. Johnson to answer that. 

MR. JOHNSON: Dr. Hanson elaborated on this 
point to myself on previous occasions: and to our group 
yesterday. Frankly, one of the unescapable observations 
of Dr. Hanson is that where money is available is it 
a particularly where monies are not realized 
from individual tax sources or taxes on citizens. The 
Province of Alberta, for one, has been extremely fort- 
unate in having a source of revenue, oil revenues which 

doesn't present a financial burden to the resident 


taxpayers. 
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There are a number of explanations, however. 
Certainly no one would seriously suggest that there is 
a direct relationship between the cost per pupil and 
the efficienty or results of a provincial educational 
programme because the cost, for example, which relates 
to building -- to deal more specifically with Mr. Walls' 
example; in Newfoundland, for example, there are 
$128 for 1961 and $341.in Alberta for 1961. No one 
would seriously contend that the quality of education 
bears the same ratio. 

There are a number of factors which, how- 
ever, do account for the disparity,of cost. Rapid 
expansion is one of the most significant. We have 
a more youthful population in Alberta. Possibly a 
smaller portion of our population is native-born. 
Consequently, it tends to be more youthful. We have had 
growing pains and as the rate of growth of population: 
tends to level out, or increase at a less acute rate, 
we do believe that these figures will tend to level 
out correspondingly. 

COMMISSIONER WALLS: I would just like to 
add to this question a little. You stated that where 
there is money, it will tend to be spent. Now of course 
in the other provinces they have not got this oil revenue 
which does come out of taxation mostly. The point is 
if there are extra frills, the debate iS who is respon- 
sible for them? People say the school board is. Now 
I want to qualify that pauenias that I think members 
of school boards are the most sincere forms of citizens 


we have got. They get less financial return and more 
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abuse than any group of public-spirited eitizens. 

I know that, but the point is this: Is it the school 
board then who decides thenature. of these ret iisor 
has the school “board today got little or no local 
autonomy and it is the Departments of Education who 
decide what these frills will be? 

MR. PLACE: With all due deference to you, 

I would like to take Strong exception to the inference 
there are frills. I wuld Say that by and large that 

is not so. There are not frills within the education 
system. Secondly, the education System is patterned 
according to what is the need. What tere eaadines that 
the school trustees receive from their constituents, 

the public. 

We, in turn, put pressure on the various 
Departments of Education to meet these demands or to 
help meet them. Sometimes they are ahead of us and put 
the pressure on us but more often it is the reverse, 
the pressure comes from the grass roots up. 

Now I would be very interested in knowjing : 
what kind of frills you are referring to? I might quote 
Some general statistics that would perhaps, put the 
picture a ee more in context. I think though it is 
fair to say by and large at of every school trustee budget 
some 60 per cent of it goes on one cost, that is teaching 
instruction. Roughly somewhere in the area of 20 per cent 
goes for building and maintenance, and the remaining 
20 per cent covergsheverything else, including the cost 


of textbooks, transportation, and so on. 


Now by and large I think you will agree on the 
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basis of those figures that there is not very much 

room for giving frills. Unless you are talking about 
frills in the way of building. Now if you are speaking 
of frills in the way of building, certainly you could 
pick out individual examples. You could pick out perhaps 
a school in Toronto that I gather may have a fancy 
swimming pool and may have underground parking. There 
may be very good reasons for this but the average 
individual looks at it and says "Good God, this is 
extravagant." These are frills. I would say, further, 
if you go into the schools today that you will be 
struck between the difference between them today and 
what they were 20 or 30 years ago. 

Now actually in terms of real dollars the 
costsof school buildings today have gone down very 
considerably in relation to what they were 20 or 30 years 
ago but a great deal more ingenuity is being exercised 
both by the school trustees and particularly by the 
architect and the builders to make the best of what 
they have. 

They are working on the same theory as the 
people who put out Ivory soap. When they found it 
floated and were scared they couldn't sell it, they 
said let's emphasize that feature. Schools today are 
constructed basically of a brick veneer outside, 
cement block inside and exposed steel roof beams and 
we capitalize on these things.and by the judicious 
use of colour we accent the things which would normally 
be considered as objectionable eyesores and out of this, 


and I think we have succeeded extremely well, the public, 
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or a section of them obviously has gained the impression 
that the schools are very luxurious. 

THE CHAIRMAN: Perhaps you succeeded too 
well. 

COMMISSIONER WALLS: I am not quite 
Satisfied with the original answer that I got as to why 
there is such a wide disparity between the provinces. 
What I am getting at is that even in Ontario Your <ost 
of education is one-quarter less than it is in two of 
the other provinces. Now the expansion in Ontario, 
looking at the figures, is pretty well up in line with 
the expansion of population in these other provinces. 
Where is the difference in the expenditure when there 
is, apparently, as high a standard of education in 
Ontario as there is in either Alberta or British 
Columbia? 

MR, PLACE: I think there are many answers 
to the problem that you have raised sir. One. of them 
is, of course, the relative degree of density of 
population. Now your relative degree of density of 
population in Ontario tends to be much higher than it 
would be in Alberta or SaBkatchewan or Manitoba. One 
of the very high costs dn’ many of these school boards 
out in the Western part of our country is the cost 
of transportation. Now your transportation costs 
normally in Ontario, or in the Province of Quebec 
particularly where you have large urban school boards 
are much lower than they are for the Western and 
less-settled areas. That is one area where you find 


the difference in the actual facts. 
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Secondly, you get into the situation where 
you have different rates or progression in your 
educational philosophy. Now you have, for example, 
in Ontario, and I think this is true in the other 
provinces also, this process towards centralization of 
larger individual school boards, particularly in the 
less-urbanized areas. Now these do have certain very 
definite advantages educationally. They allow you to 
give, at a reasonable unit cost, a much greater option 
of subjects, a much greater variety. You can teach 
Some courses which you could not teach if you only had 
two or three individuals. Maybe this has progressed 
at a greater pace in some provinces than in others, 
but you have this fact reflected in some of your school 
costs. There are many many factors which I can continue 
going into which are going to account, to a greater 
or lesser degree for this disparity in expenses. 

Another one very obviously is that the 
school expenses tend to follow your expenses of other 
forms of endeavour. Referring to Alberta: in Alberta 
you have the oil industry there. The oil industry 
generally pays a very large scale of wages. Obviously 
you will find your teachers! scale of wages and salaries 
is probably higher in Alberta than most other places, 
and so are all other costs, costs of constructions, 
and so on. It is a naturaloutcome of the local environ- 
ment. 

COMMISSIONER WALLS: I wonder if I could 
ask one more question? I am glad you brought up the 


sub ject of teachers. I have studied the D.B.S. statistic 
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on education and I found that the relationship between 
teachers' salaries between low-cost provinces and 
high-cost provinces per pupil, the relationship of 
Salary is almost identical. Why is it then that you 
do not denude the low-cost areas of teachers to the 
high-cost areas when we require teachers in the high- 
cost areas? I do not understand that. Why you cannot 
pick these teachers from the places where they get 
half the salary that they would get somewhere else 

in Canada by just moving there. 

MR. PLACE: You have certain other factors 
which tend to tie people down. I come from Montreal 
and I am the Chairman of a School Board there with 
has approximately between eight and nine thousand 
children. I would say that last year we hired some 
seventy to seventy-five teachers of whom I think approx- 
imately 25 or roughly one-third came from the Province 
of New Brunswick and Nova Scotia and they were drawn 
right to us because of the higher rates of pay and 
more particularly most of them were females and their 
desire to get into a larger urban centre where I think 
they felt the bright lights had more to offer them. 

As far as your salary scale throughout 
the various provinces is concerned, you have certain 
limiting factors there as to what you can pay. For: 
exampdé we will not givecredit for outside services 
for more than a certain number of years in making 
an offer to a teacher. I don't know whether I make 
that clear or not, so that if a teacher in Nova Scotia 


or New Brunswick has, say, ten or twelve years of 
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service, even though the rates of pay for ten or 
twelve years of service in Quebec or Ontario would be 
substantially higher than they were getting, he would 
have to sacrifice his extra four or five years of 
service: and he would have to come into Quebec oni the 
basis of seven years! experience and get the rate for 
a seven yearsexperience teacher and at that rate there 
is not enough difference, or may even be a financial 
loss to him, or to her in doing it, and therefore, 
oe don't move. 

COMMISSIONER WALLS: Thank you. 

DR. HANSON: I would like to point out 
one major difference in the statistics between Ontario 
and Alberta. If you examine table D4 in pupil-teacher 
ratio in Ontario, 1961, 28.7 in Ontario per teacher. 

In Alberta it's 23.4, a very marked difference which 
I suppose explains it, at least on the surface. 

COMMISSIONER WALLS: That does not stack 
up so well between Ontario and British Columbia, where there 
is only a few dollars difference between the per pupil 
cost. 

DR. HANSON: Yes, the total in British 
Columbia is closer to the Ontario figure. 

MR. KLINCK: To take up Mr. Lindsay Place's 
argument about transportation being a big item, in the 
City of Windsor -- in the Windsor district where 
transportation is not provided for secondary school 
students, the mill rate is 12. In the adjoining 
district of Essex the mill rate is 18.5. The difference 


is absorbed by transportation cost. In Essex they pick 
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up all their students, except a small £roup from urban 
communities. In Windsor they pick up none. 

COMMISSIONER GRANT: You have not a table 
based upon the qualification of teachers, covering: the 
various provinces? 

MR. JOHNSON: There is no such table in 
the brief. However, I have had the opportunity of 
reading what started out to be a confidential study of 
this performed by one of the Provinetal Teachers! 
Associations which surreptitiously found its way into 
the trustees' hands. This table indicates that 
Alberta and British Columbia do in fact have the highest 
teacher qualification. Ontario is next and the other 
provinces are all less. 

COMMISSIONER GRANT: What is that based 
on? Minimum requirement? It wouldn't be the maximum 
requirements? 

MR. JOHNSON: Certainly not on the maximum 
requirement. There is a tendency in British Columbia 
and Alberta to have a substantially higher portion of 
degree teachers in elementary schools. There is a 
tendency amongst the three Provinces, Ontario, Alberta 
and British Columbia, to have university minimum 
degree qualifications for secondary school teachers. 

COMMISSIONER GRANT: Just as an observation, 
I suppose that as trustees you are sometimes faced 
with the situation where a teacher, with the degree 
qualification, is actually not as qualified to teach 
a particular class as the teacher who has not got that 


formal education but has had a natural tendency to teach, 
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the gift of teaching, plus years of experience? 

MR, PLACE: No question about that sir. 
Teachers with degree qualifications tend to have a longe 
tenure. The nature of salary grids benefits teachers 
with greater experience. Consequently, you have the 
extremes of the lower qualified teachers also having 
lesser experience than the higher qualified teachers. 
The disparity between salaries of the two are extreme. 

COMMISSIONER GRANT: Now if I may just 
continue wntil I finish my questions. When you get 
the variation in the expenditure as between provinces, 
we could accept this fact that most of that variation 
would be in the salary expenditure? 

MR. JOHNSON:: No, no I would say a substantial 
portion of it naturally would be salary, but so far 
as Alberta particularly is concerned an extremely 
large factor is pupil transportation. I can say an 
extreme example, the County of Forty Mile in the Province 
of Alberta, transportation costs take /2 per cent of 
the overall school budget and 28 per cent is left for 
the teaching and operating the building. 

COMMISSION GRANT: Having regard to that, 
don't you think then that the comparison as to 
expenditures loses: a great deal of Significance? 

MR. JOHNSON: Yes. I would suggest it 
would be substantially more significant if the 
transportation factor were taken out of the actual 
figures. 

MR. PLACE: I think we have to include some 


of these figures in there to justify the observations 
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we have made, which I realize I did not point up and 
that is that we feel somehow or other there has to be 
a system whereby the less-wealthtly. endowed. provinces 
are given some extra financial assistance. We are 
quite frank in admitting we do not know how that can 
be done, or how it should be done but there is no 
doubt in our minds that at least the Atlantic Provinces 
and probably Saskatchewan are going to require something 
inthe way of extra help to keep up education with the 
requirments of Canada. 

COMMISSIONER GRANT: You would not be 
able to convince a government body, based upon the 
statistics that we have to consider. 

MR. PLACE: Well we think you have to 
take the statistics in total and we assume, talking of 
the school a that they are carrying out their 
job well and efficiently and in fact that what is 
spent is no more money than is absolutely necessary. 

COMMISSIONER GRANT: I was: thinking of 
adjustment grants. If you were comparing Alberta and 
New Brunswick, you would have to take out of the 
Alberta expenditures the items which would not be a 
factor in New Brunswick to get a comparison, to get 
a standardization between the two Provinces. You would 
have your expenditures, You would have to have a total 
on the items which would be of mutual concern to each 
Province, 

MR. PLACE: Well I don't know that we would 
agree with you sir on that because we take the 


attitude that the costsof education are what they are, 
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where they are. Now it may be, for example, that it 
will cost you 50 per cent more to build a house up in the 
northern part of Canada as compared with what it may 
cost to build it in Toronto or in Montreal. You may not 
have one Wit more accommodation, or anything else. Your 
needs are exactly the same. You have no choice. You 
have to spend the extra 50 per cent. Now education is 
very much like that. We are Spending what is necessary 
to give the requisite level of education and our argument 
is that you cannot get away from this fact>- You have to 
Spend as it is needed, whether you spend it on trans- 
portation or whether you spend it on something else. 

it may be that before long we are going to 
be running hostel schools, maybe bringing children from 
outlying areas and put them all in one central area where 
they may stay there from, say, Monday morning until 
Friday evening and where they will be looked after by 
some government body while they do their studies. This 
is a very definite possibility. Now you will find that 
this happens. It will, perhaps, be more prevalent in 
some provinces than others but I do not think you can 
say it will not form, just as much as any other expense, 
a cost of education. 

COMMISSIONER GRANT: I would like to ask 
you a question about the standardization of the curriculum 
Does that come under you? Have you, as a trustee 
organization, anything to do with that or are you 
concerned about standardization of curriculum throughout 


Canada? 


MR. PLACE: Well naturally we are concerned. 
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I have done a great deal of talking, coming from Central 
Canada and I have got certain views. I think Mr. 

Nicks hasn't said anything here. He comes from Sask- 
atchewan. I know they have some views on standardization 
of “curriculum. 

MR. NICKS: We believe in a minimum 
standardization of curriculum for the simple reason the 
ability of our population -- I am not speaking of 
Saskatchewan alone. I am speaking of Canada -- we est- 
imate that there are in excess of 40,000 school-age 
children that move each year. 60,000 school-age children 
move from one province to another and a large number of 
them do run into difficulties. in picking up again where 
they left off. 

In fact we even find there are variations 
within a province. People moving from one cammunity 
to another, and again we run into this problem with 
construction staff, teachers, they feel if we try to 
tie them too closely to a standardized programme, there 
is no room for individual level or more professional 
treatment. 

We have to balance one against the other. 
It's all very well to tell’ the teacher in British 
Columbia you must teach exactly the same course, the 
same curriculum as a teacher in, say, Nova Scotia but 
I do not think you will get a good level of instruction 
if we were to go too far in that respect. 

COMMISSIONER GRANT: As to the choice of 
curriculum, has your body anything to do with that within 


your. respective Province? 
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MR. NICKS: Only in the advisory capacity. 

COMMISSIONER GRANT: That is entirely handled 
by the Department of Education? 

MR. NICKS: Primarily, yes, in consultation 
with the teachers and with their trustees. 

COMMISSIONER GRANT: Does the same apply 
to the qualification of teachers? 

MR. NICKS: In general I would say, without 
exception, certification and so on is a provincial 
responsbility. 

COMMISSIONER GRANT: Sometimes the criticism 
of our education system is that a pupil is no better 
than the teacher who teaches him and as a general state- 
ment are you concerned, as a body, with bringing such 
pressure as you can to bear upon the authorities to 
see that there is an improvement in the type of teacher 
that is being hired and (a) this is upon their ability 
to teach? Now it has recently come to my attention 
that the universities hire highly qualified people to 
head a department or to take a position in a given 
department but that they are more concerned with the 
quadification of that person, the degrees which he 
holds, the universities from which we has graduated, 
than they are with his ability to teach. 

Now do you consider that this is an area 
in which our elementary and secondary Schools are’ improvin 
or is there a deficiency there? 

MR. NICKS: I would like to feed that 
question to Dr. Hanson and let him answer it. 


DR. HANSON: We think the university is 
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C141] concerned with the research capacity of the individual, Tn 
2] universityhas a research function as well as a teacher 
3]| function or, in other words, it becomes a college or 
4| glorified highschool, as someone put it to us. 

3 COMMISSIONER GRANT: A man might be hired 


6| by a university to work in a research capacity and never 


7 have to appear before a class? 
8 DR. HANSON: Furthermore, some of these 
9| people are very good teachers. 
10 MR. KLINCK: In Ontario the attempt at present 
11 is to make teacher training a separate job, an extra 
12| year after highschool, or an extra year after university. 
13 It has been I think in the last few years that a great 
14| deal of attention has been paid to teaching techniques 
15|| and the resulthas been that some of our teachers just 
16|| haven't got enough education to teach and they are more 
17|| deficient in education, general education than they 
18) are in training for teaching. 
19 In all fairness to these Western Provimes, 
20|| I think we should say in Ontario that we are alarmed 
21]| by a situation which is developing which means that half 
of our teachers in Ontario have less than five years 
of experience, with the restlt that we pay these people 
minimum salaries. That keeps our educational costs down, 
but I think that it keeps the quality of education down 
as well. 

In Alberta and British Columbia where they 
are demanding university graduation as a requirement for 
a teaching certificate, and they hope to make it complete 


compulsory in the next few years, I think their tenure 
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of office is longer. More ee reach higher seales 
in a salary schedule and the result, of course, is 
greater cost inthe overall expense for education. 

COMMISSIONER GRANT: You are referring there, 
Mr. Klinck ts it? 

MR. KLINCK: Yes. 

COMMISSIONER GRANT: You are referring there 

' to post-education degree with is taken after the 
fifth year of university? 

MR. KLINCK: It is not called that. It is 
called a highschool assistantts certificate or highschool 
specialist certificate. 

COMMISSIONER GRANT: It is like a normal 
college course is it? 

MR. KLINCK: For elementary school teachers 
but for highschool teachers it is an extra year at the 
Ontario College of Education. 

DR. HANSON: Could I pursue the question a 
little further? I think in a fully-developed university 
department you have the professors, the associate 
professor and the assistant professor. These are the 
people who are expected to have the PH.D. degree. In 
addition to these people, we have lecturers who are 
with us for a year or two before they go on to their 
doctorates, and we have a number of graduate students 
who practice-teach while they are with us as teaching 
assistants. We have a varied group ina fully- 
developed department which we happen to have in Alberta. 


We didntt at one time. 


COMMISSIONER GRANT: I remember seeing a 
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picture, I think it was Phis 20th Century, put out by 
the Prudential Insurance Company and it was contrasting 
the highschool education curriculum as it existed in 
the United States with what was available, or what has 
been taught in Russia and the contrast was very marked. 
The curri¢ulum in the United States would permit a 
person to graduate by taking a course on household 
economics, a man may takei:that, or something like that. 
While I don't know that we face that in Canada yet, 
it seems to me that we need to improve our curriculum 
of our teaching if we are going to provide all the 
educational ddilar. 

MR. PLACE: I think your remarks sir in 
respect to the American and Russian education and your 
example are perhaps something that strikes the fancy 


of the public. 
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This is the kind of thing that newspapers 
pick on generally. fhe differences of the level 
of education between the United States and Russia is 


much less than the example you have quoted,. ark 


COMMISSIONER GRANT: I didn't want to say 
the whole system was based upon that example. 

MR. PLACE: There are certainly examples 
of that in the United States. The other factors that 
I think you have to take into account when you are 
considering a country like the United States or Russia 
is the difference in what I will call the working 
conditions. In Canada and the United States it is 
left pretty well up to the student as to whether he 
is going to take advantage of what is offered to him 
or not. The only sanction there is that if he makes 
a pest of himself, that he delays the progress of 
cher students he may be expelled from the school, whereas 
in Russia if he doesntt keep up to certain determined 
levels of progress, to use a slang expression, it is 
off to the salt mines. If we had some kind of similar 
method of applying pressure here our results, I am sure, 
would nde equal to or better than they have got in 
Russia. I am suggesting we should have that because 
it does not tie in with our type of heritage or our 
thinking or anything else, but it is the underlying 
Pack. 

Getting back to your question, which I 
think is are school boards interested in getting the 


better qualified teachers they can, I think that is 
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perfectly true, but you put your finger on a question 
which is a very sore one for school trustees, and that 
is because of the method of remunerating teachers that 
had been forced on school trustees generally through 
the pressure of teacher associations we have been forced 
into unelastic fixed scales of pay where any increases 
are based either on increasing length of service or 
alternatively higher scholastic qualifications without 
any regard as to the actual quality of performance 

of teaching. We would like to have a system of merit 
pay. I think that school trustees generally would be 
ready to put a floor on teachers! salaries, but we 
object, and object very strenuously to be forced to 
have one uniform rate of pay for every teacher with 
exactly the same academic qualifications and the same 
number of years of service. We think it is deleterious 
to teaching and that is one great area of difference 
between school trustees and teacher associations. 

MR. KLINCK: Your question as to curriculum - 
in Ontario there is an elastic curriculum, part is 
elastic. It may be .treated: on a local basis the 
teachers are allowed to choose from a group of 
textbooks recommended by the Department and certain 
parts of chrriculum may have a local stant. The school 
board has to pass; migive: approval to the use of textbooks 
in its jurisdiction and also.£o any local programmes 
that are adopted. I believe, unfortunately, very often 
the recommendatioms of the superintendent of schools 
is accepted without question, but in reality a school 


board can say we don't want this particular curriculum 
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in our school, we don't want to use this particular 
textbook. This is the only control the board has over 
curriculum, 

MR. JOHNSON: Education being a provincial 
matter, the variations from provéimce to province are 
extreme. I can point out many defects of our system, 

COMMISSIONER MILNE: Mr. Johnson, I think 
this morning that you made reference to the technical 
vocational school, and in approaching cost factors you 
Suggest that more will be done in that respect in the 
future than has been done in the past. The question I 
have in mind relates to Something I have heard fairly 
frequently, even this week ona programme on the air. 

I think it was in connection with a large American 

city where they were referring to the excellent 
technical programme, excellence of the teaching, 
excellence oftthe equipment, excéllence of the building. 
There was almost no acceptance of this course. On 

the other hand in this programme they gave more 
emphasis to the standard university objective. Now, 

I don't know to what degree this problem exists in 
Canada. I would be interested to know if the Associatio 
does have this problem or has anything to suggest. 

Is there public acceptance of the technical programme? 

MR. JOHNSON: First of all with the 
exception of Ontario I think technical education at the 
public school board level is definitely in its infancy. 
For example my own board has just built and opened its 
new vocational technical school purchased by the 


Dominion and Provincial Governments. We have an 
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enrolment -- an anticipated capacity of eleven hundred. 
We had sixteen hundred applicants and eventually we 
accepted fourteen hundred. We have been very encouraged 
by the students who have enroled. Nobody can assure 
that this programme will be a successful one. TI have 
personally visited many American vocational schools, 
Minneapolis being a typical example. This programme 
in Minneapolis has been successful for a 20-year 
period. It has been accepted by tle community. The 
graduates have prospered. It definitely affected 
beneficially the dropsout problem and it is highly 
regarded in the community. Quite frankly, ore of the 
greatest problems experienced is the pressure of the 
academic part of the school system to use it as a 
dumping ground. Because of the extreme cost factor 
this must be avoided. I think school boards are 
extremely conscious of this. I am not sure that I 
have answered your question, but we have no experience. 
I think we are optimistic of the role which’ the 
vocational school will play, both in the life of the 
student and in the economic life of the community. 

THE CHAIRMAN: On page 28 I observe at the 
bottom of the page you say: 

"We would urge the senior governments and 

"universities to devise means whereby priv- 

"ate contributions to higher education and 

"even vocational education be increased". 

It just occurs to me there is a good deal 
without government getting in the act at all. I fappen 


to be a trustee of a non-profit plan for education and 
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the public has beat a heavy path to our door, a great 
deal in excess of our anticipation. I think large 
Segments of the public are quite prepared to meet 
their higher education costs if it is on a basis where 
they can do it. What I say to you is let us not leave 
out, let us not turn to senior governments to do this 
sort of thing, see what we can do to help ourselves. 

On that page there is a question I would 
like to put to you. I think it is a very significant 
one. You suggest that cost will . re-sort. themselves 
so that Federal Government will resume major responsibil 
ities as regard to higher education and with regard 
to vocational education. Of course, I say with regard 
Go. thie, 1s this acceptshie to the provinces? I suppose 
it is so long as the provincesdon't relinquish 
control, but there must come a point where it is very 
hard to maintain control where the costs are being 
paid by somebody else? 

MR. JOHNSON: This hasn't been the 
experience, as I understand it where the Federal 
Government has made contributions to the universities. 
The universities say they have exercised absolutely 
no control. 

THE CHAIRMAN: That, I believe is true 
up to now. 

MR. JOHNSON: Quite frankly as long as you 
have virile local management: which typifies the 
trustee system we don't see any dangers of Federal 
or even Provincial controls increasing. 


MR. PLACE: I think the way in which the 
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Federal Government has been handling the expenses 
of technical and vocational training to date has certain 
ly established certain protections. For example 
the Federal. Government cannot and will not make a 
contract between an individual school board and 
itself. It has to be a building that is financed 
by means of ‘overall agreement entered into between 
the Federal Government and the particular province 
in which the building is located, so while it may be 
the individual school board that is running the 
building, which is, désigning the building and so on, 
enensecgs1 financial agreements and everything are 
channeled through the Federal Government to the Prov- 
incial Governments, and the Provincial Government to 
the local school board. Certainly with the present 
feelings amongst the Provincial Governments I think 
they are quite able to look after their own interests 
vis a vis the Federal Government at the moment. There 
are certainly constitutional problems in all these 
things. I am afraid there must be. I quite agree 
sir. From the way we have wordedour reports -- frankly 
even among the school trustee associations there are 
wide eis eeecnetes of whether it should be more direct 
participation or whether it should be done more today 
through the provinces. We endeavour to remain completel 
impartial on that score and simply to say the problem 
is here, this is what it is. This has to be settled. 
It*:could be done in two or three ways. 

THE CHAIRMAN: Thank you. In your 


introductory remarks, Mr. Place, there was one. matter 
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I didn't understand. You said that the cost of 
education could be best met by redivision of responsib- 
ilities and in the short term there were two ways 

of proceeding, one was for the Federal @evermment to 
reduce tax rates and so permit the provinces coe 
inrrease the area/ of taxation and the other one, and 
parents wae one Sasanre understand, deductions by 
individuals of higher tax rates is what I wrote down. 

MR, PLACEs: At the present time, for 
example, in the Province of Quebec we are allowed to 
deduct," speaking from memory, I think it is the 
amount of provincial income tax that we pay up to 
thirteen per cent of the Federal income tax. My 
Suggestion simply was that paying the amount of 13 
per cent, You might want to change it up to 15, 
eighteen or twenty per cent, whatever would be the 
proper amount. 

THE CHAIRMAN: Thank you, I ainderstand, 

COMMISSIONER PERRY: It is now sixteen. 

MR, PLACE: That is ithis: year. I haven't 
made my income returns for 1963. 

COMMISSIONER PERRY: It will go up to 21 
within five years. 

COMMISSIONER WALLS: Could I ask a question: 
is it your intention your supplementary income tax 
and the Provincial income tax is going to augment 
property tax or replace existing property tax? 

MR, PLACE: In our brief I think we made 
it quite clear that we feel property tax has to remain 


because it is, in fact, the only tax which can apparentl 
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2] are actually administering the tax. We feel we should 
allow them to have elasticity to develop what in 
educational circles they call, lighthouse procedure: 
so they can go ahead in certain cases, and finally, 
in education we must give them some flexibility and 
the only way you can do it is by some means through whitch 
they can raise additional taxation when they think it 
is desirable. Certainly we ~ feel that more and more 
of the basic cost of education is going to have to come 
from sources of taxation other than real estate tax and 
the way things are now divided up this can only come 
from the Provincial or the Federal Government. 

COMMISSIONER WALLS: The Province is 
already paying approximately 55 per cent out of consolidated 
revenue. Is there any danger if you find legislation 
or encourage the provinces to go into the income tax 
field that they will use that to compensate for the 
55 per cent they are presently having out of consolidated 
revenue? 

MR. PLACE: I don't think there is any 
doubt there is also danger. What we would like is for 
school trustees in the province to say we will allocate 
a certain percentage of everyone's income tax for 
education and it will go direct to the school boards. 
That, I am afraid, is an idealistic point of view. 

THE CHAIRMAN: Thank you, Mr. Place. 
I think we will break for 10 minutes at this point. We 
are really at the matter of your concrete recommendations 


and we will come to them after the break. 
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---A SHORT RECESS, 


THE CHAIRMAN: Let us proceed to the conclusions 
in your report, the recommendations which are on page 
31 running through to page 34. I don't know that we 
want to deal with recommendation A re-adjustment of 
Federal Provincial taxing powers. Have you any questions 
here on that? 

Moving on to B, again while we as citizens 
are certainly very interested in this I am not Cite it 
comes within our job. Certainly C does. 

COMMISSIONER WALLS: Itave one on C too. 

THE CHAIRMAN: You say: 

"It is contrary to good practice to impose 
taxation on a governmental group which must in turn 
imppse taxation to raise the revenues required to pay 
such taxes", 

Perhaps that is so. I don't know, but it 
is not contrary to proper accounting. If one wants to 
know what~the final cost is in this area the:costs may 
have to be moved through non-profit units or departments 
Which are passed on to others. If one doesn't do that 
one doesn't know what the final cost it. Now, we have 
had recommendations thatit is in the interests of all, 
knowing what the cost of all our services are and we 
should not in any way take the view that those which 
don't have income should not be taxed, even going so far 
as to tax religious institutions and recover it in some 


other way. Why do you say it is contrary to good 


practice? 
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MR. PLACE: I think we Say that because 
we feel it is Allogical that one government body should 
be entitled to tax another government body for services 
which, in fact, the other government body doesn't get, 
which is basically what is the case. Take, for example 
-- you have the Gill Report on unemployment insurance 
recommendating: that teachers, for example, as a group 
Should be included within ee ee Insurance 
het. ~That-is effectively going to mean that each teacher 
is going to have to contribute approximately $50 a year 
for unemployment insurance and each school commission 
is going to have to contribute the same amount. In my 
particular school board we have approximately: four 
hundred teachers. If you multiply four hundred by 
one hundred you have a total expense of $40,000. We 
have already had it indicated to us by the teachers! 
association if they have to pay this $50 they are 
going to increase their salary demands by an amount 
sufficient to meet, not just:$50 but the $50 plus the 
income tax they are going to have to pay on the additional 
increment, so, you are in fact directly -- this is the 
point that we make in the section -- you are siphoning 
out of specifically allocated revenues at an inferior 
level of government, if you want to call it that, that 
belong to the inferior level of government, giving with 
the one hand and taking back with the other and we feel 
this is entirely wrong. 

MR. JOHNSON: It might be interesting to 
this Commission to consider briefly an experiment conducte 


by my schoo. board on the purchase of books. We found 


seatvten vol Yhod smemmevog ceitqae zat od held tine 
id ataneh yood stmanrmrevog todo eft .t98% nt atatée I 
ofanexs, mot .alet .o8mp add ah, dade LLeotuad ct dataw Hf 
esamonett dnsmye fanart ao dog el SiO edt svad uoy == 
quowe. 6 06 .efqmsce 103 ,atatoseds rar) “R022 shaommooag 


2 


“ 


iota en 
| 
| 


sonmwest tasmyolquentd eff atdtiw dbebeleat od bInoda 


' 
rodosed cote fact asem of satog: elavidoetts, al dad? oon 


| neey 2 O28} ylosamtxorgqgs etudirinen of vad of gotog, SF | 
| colsatawoo footca tose ban sometent doonyelgueay fed 


q@ al ,cavocs ame ett ‘etodi<inos. 62. evad 08 gatog as 


| 


| ue kevbaud avot yigieion noy (I ).eredossd betbawd 


20. “fesdenktergas aved-ew Stand Loose inisoliiag 


aw .000,006 to ereoqts Letod 4s evaed uioy berhaud eae 
‘gradeaey ad? Ys an. o¢ fedeolbat tL. bad qhsesls sera 


wun ysis CBS aldd yYaq oF svad yeds It aolyeiooees 


cae eae ta es Se 


tnvom® Ab. yd ahosired yialee tots entigront.of nateg 


ee ae 


) ett auly O22 eft sud 0, denl,. Jon ton .ot taetolligsu 


, . - 


[loko Ptibps et Ge ‘gtq of svBd of -gatoy etas yous «ee arranged» 


~—aP 


| “id af sid? -« vi toerki doet ab ace wey..o8 ,taomenon’ 


) 


autdofgia, ss HOY -~ foltesa sae at slam, ow vad? gnieg 


ad = 


coiveial me 2. aeunevet, betsoulia Yileoliioeg® Ac sae 
ged? tad’? ji Liso oF tnaw voy 3). tasmrreveg 20 Level 
iz2iu snivig  THEGRTSVOS to [eval <ol«etat edz of snoted 
fest ev fas tedto et? cated goed soins? Daa, Das. age 
- . ) atterw. ylertias at 


of snitaemstol. <a gigi 92 sROCMAOL, . a 


ia 
© = 


prtoedaae itomitoges an ~eltetsd teblaseo oF oa ee ; 
. baso% of ,aiood 2a sce aratacye ants ao brsot! ~0o 8 
i iw 


a "PY 4 


ANGUS, STONEHOUSE & CO. LTD. 4202 
TORONTO, ONTARIO 


by purchasing from the various sources open to us that 
we would save 25 per cent on the purchase of our school 
library books by purchasing them directly in the 

United States, 

THE CHAIRMAN: Why so? 

MR. JOHNSON: Duties, even though there 
is a means of achieving exemptions for most of these 
the publishers, in fact, don't take these exemptions. 

They are imposed on the price. The means to secure the 
exemptions, the proof that they will be used by 
educational institutions is too difficult to result 
dn the exemptions which are prevalent in the legislation. 
We actually lee 25 per cent by purchasing in Puget 
Sound. 

THE CHAIRMAN: Were you satisfied thatithe 
difficulties were real or were the publishers simply 
lazy? 

MR. JOHNSON: It is to the publishers! 
interest not to claim the exemptions. We are satisfied 
of that, the experiment showed that. 

COMMISSIONER WALLS: With respect to this 
statement "This Association takes the strongest exception 
to all Federal legislation which imposes a taxation 
directly or indirectly on any subordinate provincial 
level of government" -- your opening statement. Is 
it not afact that most of your school supply. us»-your 
books, your desks, your blackboards, your duplicating 
machines if you have them, or printing machines, your 
scientific apparatus are all sales tax exempt? 


MR. PLACE: It is true a very large area of 
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iv is, That ts exactly why we say that the whole thing 
Should be so. The Federal Government has seen fit in 
many cases to grant these exemptions. 

COMMISSIONER WALLS: It does give this 
tax exemption: dn the items I have mentioned. I under- 
stand you successfully followed this up when they 
imposed the removal of the exemption on building materials 
so you are now excluded from that. I would like to ask 
you something about that. Any Federal tax ~, \ 
you pay is, in reality, paid by the taxpayer, whether 
municipal taxpayer or provincial taxpayer so why should 
you expect sales tax exemptions on building materials 
for school any more than the taxpayer should expect 
it on the other buildings he pays for. 

MR. PLACES You are right, — eee 
Rob Peter to pay Paul. It doesn't change 
the cost at all. It changes the distribution, 
the cost is going to come from a given level. In 1867 
when Phe British North America Act: was put through there 
were distribution of responsibilities in taxes and at 
that time school trustees.didn't have any of these 
taxes to pay. Now you have circumstances which have 
been radically altered. You have all kinds of taxes whic 
we have to pay out of this one small area of tax 
ediection which was given to us. We are not in ‘tthe 
position of the Federal Government or the Provincial 
Gavernment to collect any additipnal revenues. (If income 
goes up in terms of dollars our tax revenues go up and 
real estate becomes less. As the income goes up because 
they are in a higher bracket of tax they have fewer 


dollars left to spend on local real estate and other 
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matters whether the purchasing power of the dollar change 
or not. 

THE CHAIRMAN: If I understand it you say 
that it doesntt change the tax burden between the tax- 
payers and Mr. Walls! says>that your proposals would 
change the burden between the taxpayers. 

MR. PLACE: We contend very strenuously that 
it affects our situation. Whether it affects the situatidn 
of the other individuals or not I rather doubt because if 
it costs less through us to the individaal taxpayer for 
education it costs him more to the Federal Government and 
than the two would balance off. 

COMMISSIONER WALLS: I think you prefer to 
be Paulnand not Peter. 

MR. NICKS: I think there is another factor, 
the individual makes a personal choice whether or not 


he makes that purchase on which this may be paid. 
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MR. iNICKS:: At the school board level 
there is a tax levied against him with no alternative 
but to pay. The alternatives to pay are eventual 
loss of property. In one case he is required to pay 
it and in the other he can make some choice in the 
matter. 

COMMISSIONER WALLS: TI don't want to pursue 
the subject but of course you are exactly in the 
Same situation as the municipality who decides to 
build an auditorium. It has a by-law whether for 
@ school or an auditorium. He has the same choice 
in both instances, 

COMMISSIONER PERRY: I would just like to 
pursue that to the extent of asking whether there is 
a principle at issue here or a problem? It doesn't 
sound as though there are many things that a school 
board buys which are subject to tax. 

MR. PLACE: Well there are a great many 
things that we know that taxes do creep into. I think 
Mr. Walls made the statement earlier that the sales 
tax was off all building materials completely for 
school boards. 

COMMISSIONER WALLS: No, it's on the 
same graduated scale as the other building materials. 
It's in three steps. 

MR. PLACE; To be quite frank, I am not 
an expert. You realize that is a very complicated 
field of taxation but while the Minister has said that 
the proposed Federal Sales Tax is being taken off 


building materials, as far as the school boards are 
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concerned we are informed by our architects arid 
contractors that this is only partially the case and 
that in fact there is still in many cases a substantial 
amount of material which is subject to sales tax. Now 


it may be for technical difficulties; er other 


roe 
~ 


difficulties; that they have .not»beems 
abie to get rid oft. butdt teabhene, 

COMMISSIONER PERRY: Let's put it another 
way: What would your: representations have been before 
the last budget on this subject? 

MR. PLACE: I think we would have still 
mae the same representations because there are 
excise taxes. There are duties on various kinds of 
materials which, in some cases, there is no provision 
for them being recovered in the case of school boards. 
In other cases there are provisions for recovery but 
they are inadequate. 

COMMISSIONER PERRY: You made no attempt 
to put some sort of a dollar value on this. 

MR, PLACE: No, we ‘haven't. .»,L, will, be 
very frank: we feel this is a matter of principle. 
You asked me whether -- what our feelings were in 
respect to thts. I may say that we have made represent- 
ations to the Federal Cabinet both last January and 
the previous year and in arriving at those represent- 
ations we have put forward the same principle. 

Now we did not receive any opposition from 
the Cabinet in either instance to the principle. They 
did say therewere technical difficulties which in some 


cases made it difficult, if not impossible to do. 
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COMMISSIONER:BEAUVAIS: Are you exempt 


from the Provincial State Tax of Quebec, the six per 
eéent? 

MR. PLACE: No. 

COMMISSIONER BEAUVAIS: You have to pay 
it? 

MR. PLACE: Yes. The six per cent sales 
tax applies to the Quebec School Board. We have made 
representations to the Provincial Government in 
Quebec that that should not be applicable but we have 
not recéived any satisfaction. However, in reading 
between the lines we suspect they have got so many 
irons in the fire they haven't got the time available 
to deal with the matter. 

COMMISSIONER BEAUVAIS: What about the 
other provinces that levy Provincial Sales Tax? 

MR. PLACE: I cannot speak of them from 
personal experience. 

MR. NICKS: We have run into that 
problem in Saskatchewan. We also made representations 
to the Provincial Government. There it is a five 
per cent tax. 

MR. PLACE: While we made representations 
to Quebec the Prime Minister said well don't we give 
you the money back with the other hand, so what are 
you complaining about? 

COMMISSIONER WALLS: What particular item 
is it that you have im mind that you pay sales tax 
on? Have you any one particular item in mind? 


MR, PLACE: There are certain classes of 
(PAGE 4209 Folkow s) 
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books, There are certain classes of printed material, 
things which are used, for instance various types 
of materials, particularly in the technical and 
vocational training. In the fields of technical and 
vocational training you have to be extremely careful, 
for example, to claim back for duties, and so on for 
all kinds of equipment. In some cases it is not buwetht 
to do it. 

COMMISSIONER WALLS: Technical and 
Sclentific apparatus to schools is exempt. I thought 
perhaps you were referring to school buses as the 
municipality gets i“ sales tax exempt on fire engines. 

MR. PLACE: Well I think that school 
buses are certainly an item of very considerable 
interest to many school trustees and while I have not 
thought of that particular instance, it certainly 
would be true. It is a matter of principle; that we 
feel that school bodies that have a particular area 
of revenue allocated to them, and which is allocated 
under a predetermined scale or order of taxation should 
not, therefore, be drained away through taxes imposed 
by some other body. 

COMMISSIONER PERRY: JI think in judging 
&a principle that one likes to have some idea of the 
problem that the absence of that principle is causing. 
At the moment it does not sound as though it is a 
very great problem. 

MR. NICKS: Your general school supplies, 
paper, pencils, erasers, ink, and this sort of thing, 


it is difficult to clagsify particularly any item. 


— 


e fe 
Qt) 20 «4 sevew FUOWA 


oars OvOReT 


saaeto atadaso exe ecadtT .eveod 


é 
- 
~ 
J 
~ 


beau ots totdw apatay 


7 -_ ee > 
yicralvotiteqd ,elsitevam Qo 
‘a? ‘ banat feansn bata : 
Pe: ee 920 Gy ot LBMOLTBOoCT 
; plata? [agotlssooy 
ii ce ‘ 1% 
. c 
: t pent ia 
ob o2 
e 4 ~ & > 
’ ee 2 
P , “var 
-s L A 4 od 
s] i i 
4 
— 
{ay 
f r ‘Tow 
Wo 
2 ‘ . Tad, | 
tori t f 
‘ " ¥ 
‘ 
‘in - 
: ‘ ea > 
=| % snd meiqgo gd 
5 - 4 j : 4 4 i 3 rh 
, [deraq 27691 ¥' 
ve b-)) Or rexoIw iM 


bis Nal ,.SISeet9.,alioneq .fenee 


fgoliaued ¥ itio of 2 rt 
soivisa yueqal | Ivor? th =, 


ANGUS, STONEHOUSE & CO. LTD. | 4210 
TORONTO, ONTARIO 


They are all subject to tax, 

COMMISSIONER WALIS: School supplies 
are listed amongst the exemptions. 

MR. NICKS: You can get it on books and 
certain type of equipment but it is very hard to identif 
these other items being used, that is from the 
manufacturing level to the time they reach the school 
board. 

MR. JOHNSON: I think, Mr. Chairman, any 
tax which requires application for rebate a larger 
school board may be in a position, due to the amount 
involved, to take advantage of these but the great 
majority of school boards through their size do not 
and cannot feasibly take advantage of these rebate 
provisions. 

COMMISSIONER WALLS: You mean they do not 
know that they should make application for rebate? 

MR. JOHNSON: They do not have the technical 
help to advise them to take advantage of exemption 
provisions. 

COMMISSIONER WALLS: Would that be a good 
position for your organization to take? 

MR. PLACE: Probably it is and if we get 
through all the changes that we want to get through, 
maybe we will Bet sufficient extra financial help from 
our member schools, or we will be able to afford a 
staff of experts which is needed to go into this 
very complicated situation and supply you people with 


the figures that you want. At the moment, we cannot 


afford it. 
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THE CHAIRMAN: Moving on to E, 

COMMISSIONER PERRY: There is a problem 
remaining here in that if any further extensions were 
given, they would have to be by, of course, the rebate 
procedure beckuse you are getting into areas of articles 
of general consumption and the only system that would 
work would be the pebate procedure. You say it doesn't 
work with the smaller school boards? 

MR. PLACE: There are other conditions in 
the future. There are certain proposals in respect to 
old-age pensions. Now how are these going to affect 
School boards? Are the Provincial Governments who already 
Supply teachers with very handsome pensions -- the 
average teacher, for example, in the Province of Quebec 
who works 35 years, which is the normal length of service, 
ends up with a pension of 70 per cent of what is virtually 
the final pay. Now that is a very high pension. It's 
much higher than you would find in industry or anywhere 
else. 

Are school boards, as employers, going to 
be compelled to make a corresponding contribution to the 


Federal .Govarnment: for“ old-age pensions? If we are, 


this is::going to be a very substantial extra expense. 
COMMISSIONER PERRY: A hundred thousand 
employers in the country are asking this right now. 

MR. PLACE: I know, but they atcleast have 

a means of recovery. Our way of recovery is largely 
fixed. That is where our problem comes in. Here you 
have the Federal Government which is continually putting 


on further burdens against our sole source of tax, the 
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MR. KLINCK: There are continual rumbles 
about this real estate tax in Ontario principally where 
the school board objected to absorbing so much of their 
total budget and taxpayers in general I think ob jected 
to the high mill rate for education. I don't know that 
it is based on the ability to pay as much as on the 
unwillingness to pay and yet these people are the people 
who elect school boards and members of Barliament. 

If the tax on real estate is increased, naturally there 
will be somebody who will say they will reduce thé tax 
on real estate. People generally do not seem to care 


as much about sales taxes and about hidden taxes as they 


do to this one. This is one right before them and 
come to know one sum once a year, so much or so many 
dollars and cents on the education and because it comes 
to them in that form, they would agitate mboutdt at 
least once a year when they get their tax deduction. 
Usually the objection is a real one, 

MR. PLACE: But we can have a real estate tax 
taken off and it may come es uS aS income tax and our 
problems would be a lot less, 

THE CHAIRMAN: That suggestion has come before 
us previously. I do not think it is up to us to 
recommend eitheri way on. it. It is probably up to you tb 
do that. 

MR. PLACE: We have not suggested that it be 
done because we have other objections and we think people 
should realize the amount of the bill they are having to 


pay and they should be conscious of it. 
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THE CHAIRMAN: We cannot have dakoeen ways. 

MR, PLACE: That is correct. 

COMMISSIONER PERRY: I think we should say on 
the basis of the several million words we have heard so 
far there aren't too many people who are happy about 
any tax. 

THE CHAIRMAN: Moving on to D, you recommend 
there the deduction from property not subject to income 
all real estate taxes and interest paid on mortgages. 
This is not the first time these recommendations have 
been made to us. What we are, of course, concerned 
about in such a recommendation is that it does make 
quite a distinction between the tax burden on tenants 
and home owners, Would you suggest that some 
consideration be given to tenants? 

MR, PLACE: Well I don't know that you should, 
because I think in fact the tenants are already getting 
the benefit of that because he is renting them the 
place and at the present time is effectively being 
able to charge off these items s&s expenses. 

THE CHAIRMAN: That is correct, but your 
Simile is incorrect if I may say because he has got 
income coming in which comes out of the tenant and 
certainly is liable to deduct those things against his 
income to arrive at the net on which he pays tax. In 
order to equate the tenant to the home owner you would 
have to carry through that deduction against the tenant's 
income, Of course, that is off his own living expense. 

MR, PLACE: Well whether that is so or not, 


and I mst confess that I still am not persuaded by your 
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arguments sir, I maintain that this is still a legitimate 
method of proceeding. I am sure that all of you are 
well aware that this is done .:An the United States. 

Now I won't say that dsi.a student of -txation.: <tos. 
wav I won't say that I consider it is a good thing, 

tax wise, to increase the number of exemptions, but 
taking into account our particular situation in Canada 
where we have this division of responsibility and 
revenues as between the Federal Government and the 
Provincial Government, I say then on the balance of 
convenience theory that this is a legitimate method 
because this is a way in which greater revenues or 
greater value can be given to the real estate tax at 
the local level. 

There is no question that it is going to cost 
the Federal Government money to do it and to use the 
expression again you are robbing Peter to pay Paul. 

THE CHAIRMAN: Any questions on this one? 
Educational capital cost allowance. I mst say this 
intrigues me. We have heard this proposal in a different 
form, namely, that the cost of education should be 
capitalized and : amortized against the man's earning 
years at such time as he realizes on the education. You 
put it on the basis of being a loan amortized in respect 
to a loan to be allowed as a deduction as well as 
interest. Your proposal, of «course, is to make a 
distinction between those people who borrow money and 
those people who, either by their industry, work during 
the summer or taking a job at the time they receive 


their education do not go into debt. I wonder if the 
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person who goes into debt is more deserving than the 
man who does not? 

MR, PLACE: I think in some cases perhaps we 
could have carried our proposal a little bit further and 
Said everybody should be allowed to capitalize the 
cost of their education above a certain level, and then 
to write that off in the manner which we have suggested 
but we do feel that one of the areas, what I think our 
Statistics show the greatest increase in cost in the 
future is going to be at the level above the present 
where the secondary school level is. There is a great 
wish on the part of all Canadian parents to have their 
children go to university. This is almost a form of 
Social snobbery but it exists. It is there. 

You are going to have more and more continued 
pressure to provide education at the university Level, 
or these higher levels for all individuals, in many 
cases regardiess of whether or not they are capable of 
taking it or handling it. We feel that there should be 
a method available whereby anyone who has the ability 
should be able to get the education commensurate with 
that ability without regard to his or her financial 
circumstances. 

We also feel that there should be some means 

whereby people do not go lightly to university and 
realize that university and these other things are 
costly and they, in turn, are going to pay a large part 


of the cost of their .education. In other words ¢he use 


wer what Mr. Ham behinc we would say we are advocating 


- degree of coinsurance. We feel that this is the only 
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way in which you will retain some restrictions on an 
irrational and uncontrolled development of education 

at the university and higher levels and we feel that 
this, the same as other social expenditures in some way 
is going to have to be controlled. ‘We feel this is one 
way in which it might be done, 

DR, HANSON: I might say this: If you induce 
people to get used to the idea of taking loans to go 
to university, we would relieve the public sector of a 
certain amount of the expense of higher education. 

This provision is necessary to encourage students to 
take out a loan, 

THE CHAIRMAN: You would restrict this to 
Students who borrow money? 

DR. HANSON: It might be. What is required is 
to make students and parents in the Canadian society 
accept the idea of loans, We have certain difficulties, 
you know, in getting students to borrow money at the 
university. They are very hesitant about this. They 
do not like to leave or to graduate with a loan which 
they have to repay. Well speaking personally I think 
that this is and would be a very sound procedure, 

THE CHAIRMAN: I would think ,though ,the 
alternative to that is either adding up all education 

them 
costs and theih amortizing 7: in the future or to say 
that a Bachelor of Arts is entitled to take for five 
years after graduation $1,000.00 a year from his 
income. <A Master is entitled to deduct it for seven 
years, a Ph.D. for ten years, something of that kind 


but you think it should be. kept to where he ccan borrow 
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money ? 

MR, PLACE: This is an initial step, Twili 
be quite frank; We came;to this .reasoning because we 
felt that there ought to be some setup whereby the 
average individual could go and obtain the financial 
means to go to university. What we had in mind was a 
Scheme to some extent patterned after what is done 
in the housing field whereby the Government would go 
to the banks and say:: You will make educational loans, 
You will make them at certain rates of interest. We 
will guarantee repayment of these loans in the event 
that the individual falls down. Then you could have a 
series of payments over 15 or 20 years, if need be, 


whereby these loans would be. paid back. 
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MRY PRICE: You can also work in the 
element of insurance in the case that an individual 
dies. Our thought, quite frankly, was to provide a 
means whereby any individual, regardless of his 
monetary position could take advantage of the education 
thatchis abilities allow him to. Perhaps we should 
extend the idea a little further. I see nothing too 
repugnant in doing what you say, allowing ceapitalization 
on the entire cost of education above a certain level, 
and to apply the same principle to it. That would seem 
logical under the circumstances. 

COMMISSIONER GRANT: The proposal has the 
virtue of giving assistance to the deserving student, 
because, I would assume that it is only the student that 
is interested in getting the education, university 
education that would go to the extent of borrowing the 
money to do it? 

MR. PLACE: That is right. That is one of 
the things that interests us because we feel it is one 
element, the co-insurance -- there would be an element 
of control that comes in if the individual knows he 
will be paying part of it he will not take that expense 
lightly. 

There is one other question that has been 
raised here, what do you include in the cost of 
education. Do you include the cost of living during the 
time he is attending university. Quite frankly, as you 
can see, we haven't touched on that, but your Chairman 
has raised the question of the individual who works durin 


the summer and earns part, earns some monry which allows 
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him to go to university, whether the proposal that we 
have in mind should be extended to cover that or somethin 
more than just the cost of tuition, or whether it should 
be limited to that. I don't know that we are prepared 

to say that. We hope this is one means in which the 

high cost of certain types of education can be tackled 
and controlled and financéd‘on a sharing basis ina 
logical way over a period of time. Certainly a great 
deal of work would be required to iron out all the detai 
of any such scheme, 

THE CHAIRMAN: Right now there are hundreds 
of boys, and probably girls too who are paying their 
way through university by some extraordinary effort. I 
know of one young man who works at night as an orderly 
in a hospital. I think his work hours are about 18 
hours a day. I would hate to think that we would do 
anything which would not encourage him to this kind of 
exertion or which would in any way place someone who has 
that kind of exertion on the same basis of paying like 
that. It would seem to me that it should not relate to 
the loan -- it ought to relate to the cost or assumed 
cost. I think the cost is difficult to achieve and 
what one would have to do, as you mentioned a few minutes 
ago, is to assume X dollars per year of cost tobe: deduct 
ible over a period of time. 

MR. PLACE: I think certainly that is one 
way of handling the problem. As I said theve are many 
technicalities that would have to be gone into and 
worked out on such a scheme. From the point of view 


of principle we are strongly favouring the idea of a 
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claim of this kind. 

MR. JOHNSON: Mr. Chairman, in the examptie 
you gave of the lad who worked 18 hours a day, he is 
working 18 hours a day because he has no other choice 
in relation to his ambition. If you furnish that lad 
with another choice would he not possibly achieve a bette 
academic opportunity by being able to borrow and work 
more hours on academic pursuits than he is presently 
doing? 

THE CHAIRMAN: There is a possibility there, 
but on the other hand it might detract from other 
characteristics of the boy that might be developed. 

It is a hard judgment to make. 

MR, JOHNSON: We would all agree individual 
effort is a good thing and should be encouraged. Where 
you do have a desire to such a degree to go to college 
and you do have such cases such as you mentioned where, 
effectively, an individual student is working 17 or 
18 hours a day -- it is certainly going to have an 
affect on théir health in the long run if they keep up 
doing that indefinitely. I think Dr. Hanson will agree 
with me it invariably has an affect on their educational 
studies and what they are getting out of their 
courses. 

DR. HANSON: Could I add to this the fact 
that Canadian university: students, a great many of them 
have to work in order to earn sufficient money to go 
through university and that is one of the greatest 


stumbling blocks to rearranging universities and revampin 


use of facilities. 
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COMMISSIONER GRANT: You could make use 
12 months of the year of the physical assets. 

DR. HANSON: The students need four or 
five months in order to make the money to come back the 
next year. 

THE CHAIRMAN: I notice some universities 
are providing choices where you can work 12 months a 
year and get through in three years and if you wish to 
work and thus support yourself you can do it in four 
years. It seems to me there may be an answer there, 

DR. HANSON: We are exploring all kinds of 
answers, 

THE CHAIRMAN: I know some universities 
are doing that right now in the United States. I don't 
know about Canada. 

COMMISSIONER GRANT: Of course the student 
who doesn't need assistance could take a course during 
certain months where employment is available such 
as in August. 

MR. KLINCK: Before we leave this point 
we should not lose the point that there are young fellows 
who work 18, 20 hours a day to establish themselves 
in some other business and we are not feeling sorry for 
them. I don't think it is fair to ask them to subsidize 
a boy or girl who wants to be a highschool teacher, let 
us takeaanexample, and subsidize them out of income 
when he is going into some other business. People are 
buying a plumbing business, let us say, for example, 
and we are not subsiding them in buying their 


future occupation. I don't think it is fair to ask them 
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to subsidize someone who is going to become a school 
teacher. I think it is fair enough that they should 
be given a loan to become a school teacher or lawyer 
or doctor or engage in some other profession. We prov- 
ide loans to young farmers who want to farm, but we 
don't subsidize the young farmer directly as we are 
planning in some cases to do with these university 
students, I like the loan system myself. I think it‘is 
the only fair way. As far as the highsrhool is 
concerned that is accepted by the public,that highschool 
education is necessaryfor a farmer, it is necessary 
for a Bell Telephone linesman and therefore I think we 
are justified in paying the cost of elementary and 
highschool education but I don't think we are justified 
in paying the total cost of university education as 
some politicians seem to feel. They say university 
education should be entirely free for those who can't 
afford it. I don't agree with it. 

THE CHAIRMAN: You are asking for special 
concessions for a university pupil as opposed to people 
buying plumbing establishments and so on. You make 
the suggestion whether we do it by loan or otherwise 
that it be deducted from income tax where the tax of 
acquiring the plumbing business wouldn't be. I must 
say I see a good reason for it. Higher education is 
not only good for the individual but for the hation. 

It would to some extent be justified. 

MR. KLINCK: To a certain extent, but not 

completely. Some say completely free university 


education. I agree it should be subsidized to the 
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extent it would help the national economy. 

THE CHAIRMAN: I asked you that question 
at the beginning and you people said no to free 
university education, the individual should share 
some responsibility for it. 

MR. PLACE: I have heard some wild suggestion 
and one of a highly radical nature you might be 
interested in, that all attending universities should 
be employed by the Federal Government and after he 
completes his studies he is no longer an employee. They 
pay him a salary and he pays taxes on his salary while 
he is at university. I don't think that particular 
type of approach would tie in with our economic 
system and certainly not with our division of 
responsibility under the B.N.A. Act. 

THE CHAIRMAN: Anything else on E? 

COMMISSIONER PERRY: I am wondering whether 
we are verging on some sort of means test. This 
argument has been put in terms of deservingcases. A 
millionaire, if he was showing the:.xumen by which he 
accumulated his million dollars, what he would do is 
send his gon to get his education through a loan and 
he would qualify under this system. 

MR, PLACE: Gentlemen, in..view of the 
graduated taxes that the millionaire is, perhaps paying 
he should beentitled to this. 

COMMISSIONER PERRY: That is what I am 
saying, are you not suggesting some sort of means test? 

MR, PLACE: Because of the amount of 


taxes that man is paying, this is something to which he 
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is paying andshould get. 
THE CHAIRMAN: He is entitled to that? 
MR, PLACE: Jolly well right. 
MR. JOHNSON: I think we ought not lose ee 
COMMISSIONER PERRY: That is the»way nearly 
every large loophole got into the Act. 
MR, JOHNSON: I think we ought not lose 
Sight of the fact that as more and more students, a 
higher percentage of our students attend university 
the need for this sort of programme is definitely there. 
Unless we explore these possibilities of making a means 
whereby people who don't have the financial capabilities 
of continuing their educttion have a course open to them 
we may very well be faced with the problem of free 
education or not. If we meet this problem before it 
becomes a fact we will preserve our present belief that 
higher education should not be completely free to the 
individual. If we let it become acute it may very well, 
in spite of the thinking of most of us, become a serious 
social demand. 
THE CHAIRMAN: Anything further? 
Well, thank you, gentlemen, very much 
indeed for coming to see us today and for providing us 
with so much of interest to us. We have no further 
questions. Is there anything fuittheryou wish to say 
to us? 
MR, PLACE: Only to express our very deep 
thanks and sincere apprectation for the kind and courteoa 
hearing you have given us. I am afraid we have, perhaps, 


at times strayed a little bit from the Terms of Reference 
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of your Commission and perhaps saddle you with a few 
problems of school trustees rather than the field of 
taxation. I would like to express the very sincere 
thanks of the Association and its officers for the 
hearing you have given us today. Thank you. 

THE CHAIRMAN: We were delighted to stray 
with yoy. 

THE SECRETARY: Mr. Chairman, in April, 
as a matter of fact, April 22nd in Montreal you recall 
Mr. Ham presented a brief on bahalf of the Canadian 
Underwriters® Association. That brief was Exhibit 10. 
At a later date, July 2nd, Mr. Ham on behalf of the 
Canadian Underwriters! Association presented a 
supplementary brief to this Commission and on August 
12th he presented an addendum to the supplementary 
brief. He is here before you to speak to this additional 
prief this morning. I would like to enter the 
supplementary brief intbd the record as Exhibit 227 and 


the adderidum as Exhibit 228. 


~mwEKnL DIT tno .sceass Supplementary brief of the 
Canadian Underwriters'! 
Association. 

-~--EXHIBIT NO. 228: Addendum to the supplementar 


prief of the Canadian Under- 
writers! Association. 


SUBMISSION OF 


THE CANADIAN UNDERWRITERS! ASSOCIATION 


APPEARANCES: Mr. A. Leslie Ham, Q.C. 
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THE CHAIRMAN: Good morning. Thank you, 


Mr. Ham, for coming back to see us again. We have 
been over your Supplementary brief ourselves. Before 
getting into that I would be very grateful if, for 
my benefit, if not others, if you would just bring 

me a little closer to where we were before by a five 
or ten minute refresher course. I realize your sub- 
mission is directed to us in the interests of those 
companies which are not mutuals, in the désire to 
achieve what you consider an equality of taxation as 
between people in the same business. I am not very 
clear in my mind as to where the difference in taxation 
between your people and the mutuals exist. Would you 
explain that to us? 

MR. HAM: Well, Mr. Chairman, may I first 
say I am very happy to be back again and I trust my 
research€s in the interim may have helped you in your 
deliberations. The original base of insurance was, 
in fact, mutual. It was a matter of sharing one's 
burdens, but true mutuality seems to restrict such 
corporations! operations to a class of people ora 
locality and consequently joint stock insurance came 
into business and operated over many classes and over 
-- well, world-wide, if you wish. True mutuality of 
sharing each other's burdens tended to keep them 
small. Some got ambitious, they got some corporate 
farm and sitedatia: to write non-accessible policies 
which, I suggest, is one of the tests of a mutual, and 
came into competition with joint stock insurance in 


very many field with the result, I suggest, sir, that 
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what you have is sort of -- you have corporate bodies, 


the ownership of which is quite questionable. 
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In theory it is the policy ~ holders who are 
the owners of it and management, in theory is elected 
to run it. The fact is that just as few shareholders 
turn up at shareholders meetings, few policy-holders 
turn up at mutual meetings and so you have all types 
of perpetuating management, self-perpetuating management 
running the organization. 

I suggest that when you get beyond the premium 
notes, assessment mutuals the original theory does not 
Stand any longer and I suggest that the action of the 
Quebec Legislature some 15 years ago with respect to 
the five specifically called joint stock mutuals and 
the recent action of the Parliament of Canada with 
respect to the cooperative fire and casualty company 
indicates, the Quebec Legislature and the Parliament 
of Canada do not put much strength in the argument 
that the policyholders own the company because they 
Simply legislated their property right out of 
existence, and handed it to another group who might or 
might not be, in the case of cooperative fire, policy- 
holders at all but simply because they put up money 
for the funds Wihwhich to operate the company so my 
suggestion is as the law stands you are able to take 
what a corporation earns od depending upon how you 
distribute; it, the profit of the corporation ,depends 
whether you pay any taxes or not. 

When I was before you before, I think it was 
Mrs. Milne asked if it couldn't be considered as a price 
rebate. I sort of grasped the thought at the moment 


but it wasn't until after I got out that...I really 
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1 sensed the problem. This price rebate in essence is 

2 Simply an adjustment as to next year's premium and in 

3 my Supplementary brief I do draw attention to the fact 
4 that the whole industry could put through rate 

5 reductions, and they are going up and down all the time, 
6 could put them through because Section 74 permits joint 
7 stock companies to pay policy dividends and we simply, 
8 instead of doing the straight forward -- not straight 
9 forward in that sense, but doing the easiest thing and 
10 saying well next year's rates are down 10 per cent, 

11 we Simply declare a policy dividend and let the 

12 government pay. 

13 > THE CHAIRMAN: "And let the government pay"? 
14 ee see if I understand what that means. 

15 MR. HAM: Because we declare it as a dividend 
16 and pay them and we would be able to deduct it as 

17 an expense. That 2s allithat happess. iifiebhnere isha 
18 profit in’ itibecause of competition,the mutual declares 
19 it as a policy dividend and is used to reduce next 
20 year's premium because his practice in isthe rest of 
21 the industry is to simply reduce next year's premium 


22 5 per cent or 10 per cent, something of that kind 


23 and claim 10 per cent less next year. 

24 We could -- I am not suggesting it makes 

25 quite a difference on the taxable income in profitable ygars; 
26 haven't. had too many of them, on the profitable 

27| yours if the industry as a whole simply said a dwelling 

28 in the Province of Quebec or Ontario or Nova Scotia 


29 we are going to have a 10 per cent reduction how, instead 


30 of just saying on renewal business the rate, inst€ad of 
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being $1.00, will be ;90 cents, we are going to simply 
declare a policy dividend of 10 cents per policy on 
next year's premium by way of dividend # you renew 

it with us, 

THE CHAIRMAN: I don't see the purpose because 
the taxable income would be the same in both 
circumstances; in oné case reduce your revenue and 
in the other case increase your expenses, 

MR, HAM: But I have already paid the joint 
Stock companies, already paid it in 1963 because he paid 
taxes on that but we are being entitled to deduct 
from our 1963 calculations the dividend declared in 
1963 to be used against 1964 premiums. 

THE CHAIRMAN: I am sorry, putting the two 
years together? 

MR. HAM: Yes, 

THE CHAIRMAN: In both cases though the total 
taxable income would be the same? 

MR. HAM: Yes, as long aS I am entitled to 
declare my dividend and it is collectibte by the 
insured, I am entitled to deduct it as an expense. 

THE CHAIRMAN: Save only for the difference 
between the two years. on] Qver the lifetime of the 
company the same thing results, save only for taking 
it out one year and putting it in next year there is 
no difference in the taxable income because in one 
case a reduction of revenue and in the other case 
increased expenses? 

MR, HAM: Because in 1963 I took as an expense 


10 cents on the dollar for a class of business in an 
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area and so I pay no income tax on it. As we do it now, 
we pay our income tax on that profit and reduce our 
rates as well so I am suggesting that the industry 
could simply declare a dividend instead of a reduction. 

COMMISSIONER GRANT: At the same time you 
have quite a variatiom in your accounting practice as 
between the joint stock company and the mutual in 
arriving at this amount which was surplus and which 
would bes’ available as a reduction. Now in each case, 
let us follow the account and I do not profess to be 
an accountant, but let's see if I can develop my 
thought. . At the end of the year in the mutual and 
in the joint stock companies you have a certain 
balance of revenue over expenses which we will call a 
surplus? 

MR. HAM: Yes. 

COMMISSIONER GRANT: Jw in the mutual you 
are probably allowed to set aside certain reserves? 

MR, HAM: Yes, 

COMMISSIONER GRANT: And you take that, first 
of all, out of your mutual and in the joint stock 
companies you are going to also set aside certain 
reserves? 

MR. HAM: Yes. 

COMMISSIONER GRANT: Where you come, I Say, 
to the parting of the ways, if I understand the mutual 
concept and that is with the mutual what is LeLt 
after setting aside your reserve, .. then has to go 


to the policy =holder™+-- 


MR. HAM: Not has to I suggest Mr. Grant, 


- 2 
m2 if a” 
shige itil aleeeas enoe ce 


‘wo coumhen Bae a2tbam se 00 mented ae 24 ah 

ertaubel afd dna srtvamaqon ve Tow Stow ae'es 

\soRsoubes « to Geotent basbivlD » srarged Sanam, 
Woy ext? weet sai oh 7M ARO HANDTeSTMOD 

/ 82 coliaertg yansaunona TUOY wl morgane @ eobep even: 

ab Lene ent bes qaqnoo: stonte Satot! ade moensed 

nosrha bee xolqvon cu doldw Savona eid? 25 puavadion 

, 2999 dease sf WOM, .Aolsoubet o Ba STPel lave 45d Pleo 

ad 03 eaetong gom.oh I Dew tmucooe eds: worto’ eg-der 


WwW qolsteh aso E Uf coe etl dud ,Soetauooon aa 


tte Louver aff at <eeq efd-Qo See oct) SA t voetgnord 
alsicoo 6 S¥et soy aalmequos Asotetntol ody ad 
e ilsp fiw aw doidw e6eteqzs tovo. sowovexito soneled 
AY Tautquve 

.esY <:MAH FM 

voy lvevim w12 et wl = 1THalo SamoreerMoo 
Tesvines: nletitse whten sie oe bewolle Yidsdoty.ore 

etoF MAR . 

joht™ Geely oaled Koy baa eA FOBIOTeLIMNOD 
Woods Jutol off wt baz t wert asoy to two {fla t 
aleve. effép dou oaln OF sAtog OfR HOT es laaqnos 
feer7ene1 

.8o% . MAH). RA 

2 © . 000, gox avenWw sTHAAD MMOLSSIMMOo 
fevive oi? tnecsevebaw - iy, eyew edt to gnidisqg old od 
sisi ol def ieuspecede soe el Sen? hae Jqsoues 
oy oF tetl ews ! ,ev"pses woe obtes aatzson s97%0 | 
sia ea | ai oF 
Ret . OM code Dog ean Jon AH aM 


_ 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4232 


COMMISSIONER GRANT: Maybe not, I grant you, 
but what is retained is going to be taxable? 

MR, HAM: What is retained is going to be 
taxable. 

COMMISSIONER GRANT: With respect to the joint 
stock company, he has first of all before passing 
anything back to his policy-holders, he is going to 
say what are the shareholders entitled to as a result 
of the momey that they put up to earn this surplus? 

MR, HAM: But hedoesn't have to say it. In 
recent years the shareholders haven't got very much 
anyway out of the business. 

COMMISSIONER GRANT: I am not saying he has 
to say it. Im theory it is there. It is up to him 
to make ‘the decision, 

MR. HAM: The only difference would be -- 

I am talking about a surplus that would justify a 

rate reduction -- he takes out the shareholders'shares, 
and he still has got enough to warrant a 10 per cent 
reduction but the way we run it, we pay on that amount 
of money and we declare a reduction in rate for the 
ensuing year. But instead of doing that, we take that 
surplus over the amount that goes into reserve and 
over the amount that goes into the shareholders money 
and say now with this balance we now deciare 10 cents 
on the dollar reduction for this ‘class. .of huséness and 
that is deductible as an expense. We would be paying 
income tax on what goes into the reserve as the mutual 
and we will be paying the tax on what goes to the 


shareholders! accounts which the mutual does not have to. 
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1 I am talking about the surplus which we are going to 
2 return to the public by way of a rate reduction in 
3 which competitively could be made as a matter of course 
4 but instead of just simply réducing our rates for 1964, 
5 we now say well we will declare a 10 per cent policy 
6 dividend to be applied to next year's premium, and 
yi that is free of income tax because Section 74 permits itland 
8| the MacDougall Commission was quite clear, they 
9 should be on the same basis. We are free to do it by 
10 long custom, but we have never got around to it. I 
11 am Suggesting if there is not an amelioration,it is 
12 quite possible consideration might be given to meet 
13 the situation by Bitlis tae rate reductions and I think I 
14 point out in my brief since 1905 fire rates, for example 
15 have:-dropped i from $1.60 per hundred to ,63 cents. 
16 You are in a falling -- at the moment you are in a 
rising market but over decades the fire rates have 
come down gue to improved building construction, fire 
fighting facilities, and so on, 
COMMISSIONER GRANT: You are certainly free 
to make distribution by way of rate reduction in the 
joint stock company, just the same as the mutual, You 
ave free to do it. °o The Tach’ hear you metre that rate 
reduction without reference to the dividend which 
you would consider should be paid to the shareholder, 
then you would not be very popular with the shareholders 
MR. HAM: Well most general managers have 
not been very popular for the last five years; haven't 
had it to argue about, os I am even suggesting we 


look after shareholders accounts but we are still in 
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sufficient funds and the condition of the market is 
such that there is a 10 per cent reduction available 
to the public and competition will force us to put it 
in. We will put it in and it will cost us taxes on 
it but the way the mutual puts it in, he doesn't have 
to, I am suggesting that consideration be given 

-- likely the competitive situation gets worse, but 
it has changed our system; as far as computers are 
concerned that would be a technical problem to work 
that out, 

COMMISSIONER WALLS: A further clarification, 
before we go on to the brief proper, and that would 
help me quite a bit, and that is the variance between 
the different types of mutuals. .,Correct me if I am 
wrong, but it would appear that the premium note 
mutuals, the factory mutuals, reciprocals, in one way 
or another charge a premium sufficient to cover all 
contingencies and then either return the unused 
premium at the end of each year or, in the case of the 
premium note mutual, cancel the unused portion of the 
note, Am I right that your main objection is the 
cash mutual who withholidS payment of cash dividends 
and who are able to build up reserves quite readily? 

MR. HAM: Not quite Mr. Wallis. I think 
there may be something said for the factory mutuals, 
total amount today is three or four times, or five 
times what the normal premium would be. It is a loan. 
The premium notes simply lends his credit by way of 
a note, subject to assessment, The other fellows put 


up cash and they pick their entries, run an account 
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in which he is allowed the expenses out of it and 
there is a balance, No profit. 

I am quite prepared to admit that .:i.’ 

I accept the premium note mutual and those that ure 
restricting their business, those that are in 
competition, taking any kind of risk, that is under- 
writing risk in competition, and then have this 
freedom -- well I have the same freedom. I do not use 
that practice. I think it is to the detriment of the 
national revenue of \Canada that we should be able to 
get what we take and disburse what is really profit 
to our customers and that the Minister of National 
Revenue beg for it. When a corporation has earned 
a profit, the only person entitled to share in that 
prefit is, ef right, the tax collector. The other 
share is “4nNthe hands of the Board of Directors. 

Section 74 gives the Board of Directors a 

right to determine that the tax collector does not 
get anything. 

COMMISSIONER WALLS: I don't think you quite 
answered my question, Is it mot a fact that the 
cash mutual is the only one that charges a flat 
premium? 

MR, HAM: I am sorry, I did not catch that. 
The cash mutual is originally a premium note mutual 
that has grown beyond its size and has gone into 
competitive. business, charged a premium on a non- 
assessable policy and does not pay any dividends at 
a Bs a He operates the same as we do, as far as he 


is concerned. I am n& too concerned about that, if 
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he does not pay policy dividends. 

COMMISSIONER WALLS: Therefore your objection 
then primarily is against the cash mutual who pay 
dividends? That is at whom you are primarily aiming 
your case? 

MR, HAM: And factory mutual. 

COMMISSIONER WALLS: Wawanesa Mutual, and 
mutuals ar that calibre? 

MR. HAM: Yes, 

COMMISSIONER WALLS: In other words you would 
have been quite happy if the Wawanesa Mutual shad 
stayed within the Wawanesa locality and had not spread 
across Canada? 

MR, HAM: Been very happy because Wawanesa, 

I do not think, had very many premium dividend paying 
policies, if any. They are in business-the same as 
we are and can do more or less on the same basis -- 
the practice of paying policy dividends that I am 
at. Section 76 -- Section 74 that I am at. 

THE CHAIRMAN: What would you iike us to 
recommend ? I am not clear about that. 

MR, HAM: Well, Mr. Chairman, subject to 
one reservation with respect to the factory mutuals 
and reciprocals and their large premium deposits, 
which I am quite frank to admit is not a premium 
in the sense that I use premiums this morning, 
policy dividend should not be deductible as an 
expense first. That ts my first suggestion. if 
the posittfonsis impossible in theory or in practice 


then at least a dividend should not be deductible on 
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Some such basis and I do not think the percentages 
are right as under Section 75 or cannot be more than 
a certain percentage of the capital and reserves, 

or something ofthat kind. 

THE CHAIRMAN: Should not be deductible so 
aS to reduce profits below a certain return? 

MR. HAM: Below a certain reasonable 
percentage in the ltght of all the facts. 

THE CHAIRMAN: You would recommend the 
repeal of Section 74, in fact? 

MR. HAM: I would, yes. That is my 
recommendation, sir, 

COMMISSIONER WALLS: In so far as mutual 
insurance is concerned. 

THE CHAIRMAN: I think the section relates 
to all insurance, 

MR, HAM: That Is right. 

THE CHAIRMAN: If it were repealed, it would 
achieve what you are seeking? 

MR, HAM: That is correct, sir. I think, 
Mr. Chairman, I tried to develop the Idea because the 
exception was raised I think by Mr. Perry before 
aout the patronage dividends being excepted. 

I think I can argue a distinction in 
handling of commodities and the question of service 
business, such as insurance, that there is a 
distinction, plus the cooperative handling commodities 
and embarking on a practice of charging too much, 
They want to pay dividends back. In the insurance 


business nobody knows what the result of the year's 
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operation is going to be and if you are lucky you 


come out with a profit. If you get a hurricane you 


may not come out with a profit for a couple of 
years, 

THE CHAIRMAN: The reason for your 
récommendation, of course, is that you believe these 


people do not pay a fair share of the cost of the 


nation, 
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THE CHAIRMAN: I am told that Gore Mutual 
Company in 1960 paid provincial and federal income 
tax to the extent of about $242,000.00 against profit 
after taxes and $362,000.00, perhaps not quite as 
much aS .&@ joint stock company would have paid, but 
a pretty fair proportion of the total in tax, and 
that the Wawanesa paid $1,315,000.00 in federal and 
provincial income tax asiiagainst, net after tax 
$1,309,000.00 which would be roughly the same as 
the corporation tax applicable to the normal 
corporation, not far different anyhow. 

MR. HAM: I suggest the answer to that is 
that they fall’ intovthe class of a mutual -- a 
mutual that is not on a mutual basis and doesn't pay 
dividends, is not paying policy dividends. 

THE CHAIRMAN: Isn't paying policy dividends? 

MR, HAM: Gore may have qualifying shares 
out to give them some position, but they are ina 
competitive market like we are, and they don't use 
policy dividends any more than we do. 

THE CHAIRMAN: Why don't they if it would 
reduce ‘ithe tax bill? 

MR. HAM: Because they don't want assessible 
policies and they are quite prepared -- I an not 
fighting their battle, it is the same thing as the joint 
stock battle because we are operating on exactly the 
same penee 

THE CHAIRMAN: Do they have shareholders? 

MR, HAM: No, they don't have shareholders, 
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a premium assessment company, got big ideas and they 
expanded. 

THE CHAIRMAN: Policyholders get profits 
to which I refer? 

MR. HAM: I suggest, sir, that is an 
illusion, He gets it on paper. He gets it but the 
underwriter -- if I held a Gore policy or a Wawanesa 
policy and in the underwriter's judgment he didn't 
want me as a risk he could dispose my property rights 
in the accumulated reserves by simply cancelling my 
policy. The Quebec legislation and the Parliament 
of Canada feit just as cavalierly about property 
rightsof policyholders in the Co-operative Fire and 
Casuality, Stanstead & Sherbrooke and Misiquoiu and 
Rouvillec “Im sone day, Toccowld becarsdedyinaving 

nolicies in one of these companies I was part owner 
of the Quebec companies that were in existence with 
one hundred years of acculumated reserves arid assets 
from the company, and with a swish of the pen, the 
signing by the Lieutenant-Governor I have been dis- 
possessed of what in theory I was supposed to own just 
as the policyholders of the Co-operative Fire & 
Casuality, just this summer were disposed of the prop- 
erty rights, In dati hae were supposed to have in the 
accumulated assets and reserves of the Co-operative Fire. 
It doesn't mean anything. If the underwriter cancels 
a policy you are dispossessed of the the ownership 
rights. 

COMMISSIONER GRANT: Is a company like 


Wawanesa under any regulation as to the premium they 
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H3 1 will charge? 
2 MR, HAM: Yes, they issue a manuai the 
3 same as we do, 
4 COMMISSIONER GRANT: Do they make their 
E) own regulations? Do they decide what their premium, 
6 annual premium is going to be? 
r! MR. HAM: They are what we call independent 
8 independents. They go their own way. They are 
9 really two Associations, mine and Independent Fire 
10 Insurance Conference, Automobile Insurance Conference, 
11 who make it for their members and we make it for ours, 
12 but the Wawanesa and a number of companies, Insurance 
13 Company of North America make their own, 
14 COMMISSIONER GRANT: Some companies that 
15 are in business, their premiums are determined by a 
16 board of which they are members? 
17 Ni PUAN: Moh, wes: 
18 COMMISSIONER GRANT: Would that be the case 
19 in your company? 
20 MR, HAM: Canadian Underwriters and 
21 Independent Fire Insurance and Independent Rutomobile 
22 Insurance Conference purport re make their own, but 
23 I suggest they make it on the same experience we 
24 do, because by Provincial legislation all underwriters, 
25 and I am speaking of automobiles now, they have to 
26 supply their statistics and their purchases on schedule 
a7, to the Government, and everybody works from that. 
28 COMMISSIONER GRANT: Any company that is not 
29 a member of the Canadian Underwriters' Association woul 


30 have to right to determine their own rates? 
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MR, HAM: I shouwi correct that just a little 


bit. What ‘we quote are minimum rates. They are free 
to go above. You get a peculiarly hazardous 

thing. We work on averagesand an underwriter may say 
from theirexperience of their location or something 
we know the Underwriters are wrong and they might 
surcharge it. We quote minimum rates to our members 
and Independent Fire quote them for their members, 
and then there is a large body that make up their 

own rates. Perhaps it is just taking ours and deduct- 
ing five per cent off, I don't know, but they make 
their own rates. 

COMMISSIONER WALLS: In other words joint 
stock companies are both board companies and non-board 
companies? 

MR, HAM: There are mutual companies in the 
Independent Fire Insurance Conference and in the 
Independent Automobile Conference, It is very mixed 
up. It is hard to follow, perhaps. 

COMMISSIONER GRANT: There are tariff companigds 
and non-tariff companies? 

MR, HAM: That is right. 

COMMISSIONER GRANT: Tariff companies are the 
companies that adhere to the rates set by the Board 
of Insurance Underwriters for the respective provinces, 

MR, HAM: That is right. 

COMMISSIONER GRANT: The non-tariff companies 
are those that can set their own rates without refer- 
ence to the Board of Insurance Underwriters? 


MR. HAM: Tpese terms are getting a little 
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confusing. Strictly speaking a tariff company is a 
member of the Canadian Underwriters! Association, but 
besides that you have these independent, two 
independent conferences, one fire and one automobile, 
but in a sense they are tariff companies, but they 
are only referred to in that because they are free to 
set their rates, and then you have a group of mutuals, 
stock companies, reciprocals and what-nots that are 
surservient to nobody. They make their own, purely 
competitive, risk to risk. If they want a risk, say 
from a factory mutual they come and make their own 
inspection and due to a sharp pencil or a dull pencil, 
depending on what they think the risk rates, and in 
the course of a year, and I -checked . for a number of 
years, we steal 20 or 30 from the factory mutuals and 
they will steal 20 or 30 from us, That goes on all 
the time. 

COMMISSIONER WALLS: You stated you didn't 
have too great an objection to the factory mutual, but 
in your previous brief you concentrated quite a bit 
on the pool insurance company. Is the pool insurance 
not factory, actually? 

MR, HAM: I beg your pardon? 

COMMISSIONER WALLS: Is the pool insurance 
not factory? 

MR, HAM: No, pool insurance is a branch 
member of my association, as a matter of fact. It 
belongs to the Canadian Underwriters Association in 
Manitoba, Saskatchewan, and Alberta, I am talking 


against a branch member in my association. It illustrates 
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the point of where Section 74 takes you. I would like 
to correct something. I didn't say I didn't object 

to factory mutuals. I think thatuthere should be some 
limitation of their . right of having dividends free 

of tax. I don't see it should go to the whole 100 

per cant of their deficit premium because part of that 
is just put there as security. It isn't true premium. 
The whole of it isn't true premium in the sense of 
guaranteeing a risk. The pool insurance company is 

a joint stock company. 

COMMISSIONER WALLS: Yes, I know that. 

MR, HAM: And is a member of my Association, 
and I am here talking against them, against the practice 
a3 illustrated by them, If I was a member of the 
pool insurance and I could see a way to beat. the 
Insurance Act I would feel I was a very dull citizen 
ifeI didn't take advantace of: it, — It. is) the) practice 
I an against, not the pool, 

COMMISSIONER PERRY: Apart from the tax 
position are there any other advantages in the rebateof 
Lum een Is it a thing which appeais to insurance 
as against aceon company method of reducing: rates? 

MR, HAM: I think the thing arises purely 
out of history. The mutuals started in with premium 
notes and assessment basis, and then they wanted some 
cash so they started taking a cash deficit and if it 
was too meh they paid it back. The joint stock 
company started in, they were like adventurers in trade, 
if they made a profit they kept it and if they made 


a loss they absorbed it. They felt there was a mutualit 
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in their interests. If we are looking’ tin the light 
of reasons and that sort of thing, I think it is 
purely historical. 

COMMISSIONER PERRY: We had the co-operatives 
concedethat there is some sales advantage to them in 
paying patronage dividends, that at is a device i which 
was useful to them. You wouldn't hold the same applies 
here? 

MR, HAM: I don't think the average buyer 
of insurance is too influenced by the promise of 
dividends, I mean, they cannot come out and promise, 
The insurance administration wouldn't let them guarantee 
dividénds. I don't think competitively that is too 
much of a factor. I65 is really from a tax angle I 
am concerned that they have an advantage, a large 
advantage, which we could take, but it seems to be a 
very cumbersome method of putting through rates reductions 
by way of poliry dividends instead of simply saying 
next year we are going to charge 10 per cent less, 

COMMISSIONER WALLS: Would you care to enlarge 
ong’ - the advantage of co-operative insurance 
companies converting to joint stock companies similar 
to Bill S-26? 

MR, HAM: The main advantage is to the 
people who Parliament declares now own the company. 

They fell heir to the accumulated surpluses that hundreds 
of policyholders have contributed by over-payment , 
whereas, yesterday in theory they owned part of the 
company and today a bunch of other people own it, and 


there was nothing in the material before the parliament 
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that indicated that the people, the big bulk od them -- 
there may have, seen some that didn't have policies 
inthe co-operatives, but they had put up some of the 
guarantee fund. They became owners of the thing not 
on the basis of their patronage inthe Co-operative 
Fire, but onthe basis of what they contributed to the 
guarantee fund, 

COMMISSIONER WALLS: Weren't they to a great 
extent the same people, the present shareholders? 

MR. HAM: No, they were out selling. In 
Mr. Grant's territorythe Co-operative . Fyre did very 
extensive business with Tom, Dick and Harry. They 
weren't just insuring people who contributed. They 
were in the competitive market. 

COMMISSIONER WALLS: Wasn't that done through 
Maritime Co-operative Services, perhaps, and also 
through other maritime co-operative groups who are 
now shareholders? 

MR, HAM: Yes, but they sold -- they might 
have sold a poligy to Mr. Grant down itn the Maritimés 
and there is nothing, so far as I could see -- all 
these people listed in the schedule may have been 
policyholders, but I woul) suggest it a most unusual 
factor if they had a patronage in relationship to the 
contributions to the guarantee fund, They now own 
assets of the ¢orporation based on the guarantee 
fund, not how much they patronized. 

COMMISSIONER WALLS: You have no way of know- 
ing that. It seems to me all these various co-operative 


who now make up this joint stock company, that there is 
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quite a variation in their shares and I uae wondered 
if that had been done on the basis of their mambership 
in the previous co-operative? 

MR, HAM: I would be very surprised, Mr. 
Walls, if this is the case, If the Dominion Superintend 
ent of Insurance said to them -- I think he said in 
his: remarks that they couldn'tistart business until 
they had a fund of $200,000, and they simply went out 
and got collections from various co-operatives, what 
they were prepared to pay into it, and they got far 
more than the required $200,000 and they started 
business, started competing with other insurances in 
Canada for Tom, Dick and Harry's business and after, 

I don't know how many years, but not very long, but 
they had built up a substantial volume and some 
reserves, I think the surplus is $169,000 which Tom, 
Dick and Harry in the Maritimes were entitled to say, 
at one time, I own part of that because I am a policy- 
holder. 

COMMISSIONER GRANT: Mr. Ham, one principal 
reason that they acquired the Federal Charter was that 
it improved the limit of their corporate financial 
structure and put them in a better competitive position 
to write business across the country? 

MR. HAM: Well, when they were a co-operative 
they hd a Federal Charter at that time. All they did 
was change the corporate structure from a co-operative 
basis to a joint stock basis and then the people who 
contributed «funds just fell heir to whatever 


accumulated surpluses there were with no relationship 
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to their patronage in this company as policyholders, 

COMMISSIONER GRANT: Where I am lacking in 
my information is what benefit they derived by becoming 
a federal company? 

MR, HAM: It has always been a federal 
company. 

COMMISSIONER GRANT: Joint stock federal 
company. 

MR, HAM: iMaking the switch -- I couldn't 
suggest why they did it. Certainly while Seetion 74 
is there they weren'tworsenim their posikibon because 
they could pay patronage dividends as a joint stock 
company or as a mutual. ‘They weren't worsening their 
position. I think it might have something to do with 
the kind of deals they could make in the re-insurance 
market, for their re-insurance. That is just a 
suggestion. I have no idea if that had any bearing 
on it. I can see the London market saying, well, I 
would much prefer to deal with a joint stock setup 
than I would with this nebulous thing with a guarantee 
fund in there, and they might get a better deal on 
re-insurance because there is as much business done 
in re-insurance as in direct insurance, Your deals 
on re-imsurance may make a difference between profit 
and loss in a year's operation. 

THE CHAIRMAN: Mr. Ham, many thanks for 
this supplementary brief in which you replied to some 
questions reised by us. I am not sure whether this 
takes care of the questions. I shall inquire. 


I think you much have done very well indeed. 
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This Commission is not loathe to ask questions. If 
you stop them it only means you have covered the 
subject very well. 

MR, HAM: May I say it has been my piéasure, 
sip, along with the chance of appearing before you 
again, It has been very happy. 

THE CHAIRMAN: Thank you very much, It 
is very good of you. We will stand over to 9:30 tomorro 


morning. 


---WHEREUPON THE HEARING ADJOURNED AT 1:00 P.M, UNTIL 


9:30 A.M., FRIDAY, THE 18th DAY OF OCTOBER, 1963. 
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